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EXECUTIVE SUMMARY

While higtoricaly Arizona has had one of the higher uninsurance ratesin the nation, recently
released U.S. Census Bureau dataindicates that Arizona has made progress in improving hedlth
coveragein Arizona. Continua progress has been made in closing this gap in coverage with the
recent Title XIX coverage expansions as part of the Arizona Health Care Cost Containment
System (AHCCCS). Additiondly, HB 2050 which was passed during the 2000 legidative
session crested a nine member Task Force charged with the development of an affordable hedlth
care insurance plan for al Arizonans by December 2001. Unlike many states which have
focused principaly on the uninsured, the State has taken a broader approach by focusing both on
those individuas who currently are uninsured as well as those who have coverage but are
continualy being confronted with issues of bility, comprehendveness and affordability
which may ultimately lead to alack of coverage.

Thereceipt of the one year $1.16 million dollar State Planning Grant from the Hedlth Resources
and Services Adminigration (HRSA), Department of Hedlth and Human Services (DHHS) in
March 2001 lent tremendous support to the State' s ongoing effort to develop a plan for providing
Arizonans with affordable, accessible hedth insurance. Thisfind report provides an overview

of the activities conducted under the State Planning Grant, including information on hedth care
coverage in Arizona, coverage options examined and findings and recommendations. The report
has been organized according to the State Planning Grant Find Report format congsting of the
following eight (8) sections.

Executive Summary

Uninsured Individuds and Families
Employer-Based Coverage

Hedlth Care Marketplace

Options for Expanding Coverage

Consensus Building Strategies

Lessons Learned and Recommendations to States
Recommendations to the Federd Government

In this section, the Executive Summary, a brief overview is provided of the goals for the project
and approach taken aswell as the accomplishments and recommendations that resulted from the
efforts under this grant.

State Planning Grant Project Goals
The project was planned and overseen by the AHCCCS Administration (AHCCCSA), the State's

Medicaid agency. Under AHCCCSA's leadership the goas for the Arizona State Planning Grant
were defined as follows:



= Through anine-member Statewide Health Care Insurance Plan Task Force conduct
public hearings, consider staff research results and recommendations, establish
guiding principles, assess the feasibility of various Srategies to address
access bility/affordability of hedlth care and submit afind report with recommended
action steps to the Legidature and Governor by 12/15/01 (See Attachment A).

= FormaTechnicd Advisory Committee in collaboration with the Task Force to
provide guidance in the design and selection of options to enhance hedth coveragein
Arizona

= Review and compile information on current hedth care coverage in Arizonaresulting
in areport which sats forth information on population characteristics and employer
composition, available hedlth care coverage, characteristics of the uninsured
population, health insurance costs and strategies to overcome barriers to coverage.

= Review current gpproaches/best practices being used by other states and their
experience in adopting such approaches.

= Andyze and test proposed drategies, including soliciting input via community
mesetings/focus groups.

= |naddition to the Task Force report, prepare and submit to HRSA afind report on the
results of the State Planning Grant activities and state recommendeations by 3/31/02.

Project Approach

Organization

Upon receipt of the grant, AHCCCSA immediately put in place an organizationd structure
which involved:

= Provison of technical and staffing support to the Arizona Statewide Hedlth Care
Insurance Plan Task Force.

= Edablishment of a Technica Advisory Committee of hedth care experts who are
providing guidance in the development of options as well as feedback on proposed
approaches.

= Engagement of the University of Arizona, College of Public Hedth, Rurd Hedth
Office, Southwest Border Rura Hedlth Research Center (referred to as RHO through
out this report) to compile information on hedlth care coverage in Arizona.

= Contracts with various nationd consulting firms to provide technica support such as
development of policy briefs on nationd/internationa strategiesto address hedth care
coverage issues, actuaria and financia andyses.

A more detailed explanation of individua roles and responsibilities can be found in the Project
Schemafor the State Planning Grant (See next page).



Project Schema HRSA

Statewide Task Force

ROLE

®Design a framework for healthcare
cover age decisions

®Obtain publicinput

®Recommend a “plan” toimplement

ROLE Technical Advisory Board
®HRSA relationship

®Policy Maker relationship
®Coordinate/ direct Consultants

ROLE
® Source for developing plan options
® Feedback on Task Forceideas

®Resour ce for Task Force
®Develop/Staff Advisory Board

®Testing of new plan through focus groups and
community meetings

CONSULTANTS (NAT'L INFO) U of A College of Public Health, RHO (ARIZONA INFO.)
®National/inter national information on coverage ®Surveys on health insurance cover age/cultural issues
®Models in healthcare coverage ®Collection and review of existing data on current

insurance situation in AZ

®Other states' experience

AL I
® Actuarial and other business estimates Providers’ views

® Payment/financing options

Data Collection

In order to understand hedlth care coverage in Arizona and in particular who the uninsured
individuas are, AHCCCSA did not undertake a primary data collection effort but instead relied
on the andysis of secondary quantitetive nationd and state- specific data using sources such as
the Current Population Survey, the Medicad Expenditure Panel Survey, state surveys, and state
agency datareports. Additionaly, extensve quditative information regarding coverage issues
and current approaches and best practices was obtained through literature reviews and
discussions with staff from other state programs and other hedlth care experts. The RHO,
William M. Mercer, Inc., and Milliman USA, Inc., aswdl as AHCCCSA were ingrumentd in
the compilation of this information.

Activitiesand Accomplishments

Background Information

To assg the Statewide Hedlth Care Insurance Plan Task Force members in the identification of
the most gppropriate strategies for addressing the issue of affordable and accessible hedlth care
coverage, akey focus of the project was the education of the policy makers through the synthesis



of information, collection of data, preparation of briefing papers and formal presentations. This
effort included both a nationa aswell asaloca focus.

National Perspective

Nine nationaly focused policy issue papers were developed which included, where gppropriate,
asummary of current gpproaches/best practices being used by other states and their experience,
an evauation of the pros and cons of the approach(es) in the context of the guiding principles
developed by the Task Force and the identification of issues that need to be considered in
adopting various approach(es). These papers are available on the AHCCCS-HRSA State
Panning Grant web ste www.ahcces.gtate.az.usStudies/default.asp? D=HRSA. These papers
were completed by Milliman USA, Inc. (first four papers listed below) and by William M.
Mercer, Inc. (last five papers listed below) and include:

= Purchasing Pools focuses on purchasing pools established for small-employee groups
and individuasfamilies and their effectiveness in improving access and affordability
to hedlth insurance.

= High-Risk Pools examines the types of risk pools implemented by other states to cover
residents whose medical costs preclude them from obtaining coverage at affordable
prices in the private market.

= Implementation of Incentives and Regulatory Mandates to Increase Health Insurance
Coverage provides an overview of incentives that have been implemented by other
dates to increase private hedth insurance coverage as well as provides commentary on
the effectiveness of legidative mandates a the dtate level. Strategies examined
include: those targeted at the consumer (e.g., tax credits, premium sharing, discount
cards), hedth plan/insurance company (e.g., premium tax, mandated rura coverage,
premium regulation, limits on waiting periods) and employers (eg., tax credits,
mandated payroll deductions for those employees participating in hedlth insurance
program).

» International Approachesto a Socialized Insurance System providesabrief overview
of the socialized medicine approach to the delivery of hedth care that has been
operating in European and other salect countries.

= Faces of the Uninsured and State Strategies to Meet Their Needs identifies and
describes the key sub-populations in Arizona that one needs to consider in addressing
the issue of accessible and affordable health care coverage (e.g., low-income
uninsured, working uninsured, rura uninsured) as well as a discussion of drategies
used by states to address the needs of the specific sub-populations.

= [nitiativesto Improve Accessto Rural Health Care Services provides an overview of
Srategies that have been implemented by other States to increase access to hedlth care
in rurd areas both in terms of increasing coverage and enhancing provider networks.

= Health Insurance Administrative Costs provides a brief discusson of the factors which
impact adminigirative expenditures and provides percentages of total expenditures
spent on adminigration by insurance plan types in 2000.



= Elasticity of the Demand for Health Care Services discusses the relationship between
the demands for hedlth care as it relates to the cost of care, arguing that health
insurance is reldively indadic.

= Review of Salf-Insuring of Health Benefits explains the features and differences
between fully insured funding arrangements and sdf-insured funding, aswell as
minimum premium funding which is a combingtion of fully and sdf-insured.

Arizona Per spective

In addition to looking a drategies implemented in other states, a number of the briefing papers
focused specificdly on Arizona. These papers included the following (first three completed by
William M Mercer, Inc., and last one by AHCCCSA):

= Arizona Basic Health Benefit Plan: A Comprehensive Review examines the Arizona
Basic Hedth Benefit Plan in the context of other states gpproaches and critiques the
plan in terms of benefit design variables aswell asits overd| affordability.

= Financial Impact of Recently Enacted Health Insurance Mandates examines the cost
impact of recently enacted hedth insurance mandates in Arizona, e.g., direct accessto
chiropractic services, sanding referra requirement and access to medica supplies.

= HealthCare Group — Moving Towards Accountability: A Proposed Plan recommends
specific design changes for HedlthCare Group from the viewpoint of the uninsured and
to ensure continua hedlth plan participation.

= Inventory of Arizona Strategiesto Address Rural Health Care Infrastructure provides
an inventory of the strategies that have been implemented in Arizonato address rura
hedlth care infrastructure issues.

The RHO produced two documents - Health Care Coverage in Arizona: An Overview aswell as
Health Care Coverage in Arizona: Data Book in which information was analyzed and compiled
on:

=  Populaion characterigtics and employer composition at both the State and county levd.

=  Available hedth care coverage optionsin Arizona.
= Characterigics of Arizond s uninsured population.

Committee Support

Satewide Health Care Insurance Plan Task Force

Over the past year, the Task Force held eight meetings for which AHCCCSA played alead role
in the provision of technical assstance and saffing support. These meetings served multiple
functions, dlowing Task Force members to hear forma presentations by expertsin the
community, to receive public testimony and to discuss key issues and solutions related to the
provison of accessble and affordable hedlth care coveragein Arizona. Two key outcomes from
these meetings were:



= The development of an agreed upon set of basic principles for hedth care coveragein
Arizonawhich are intended to serve as the framework for guiding the Task Forcein
the formulation of find recommendations.

=  Fina recommendations which supported proposed changes to HealthCare Group and
introduction of legidation to establish a more defined framework within which the
State can continue its efforts to develop a seamless hedth care system in Arizona.

A summary of the Task Force activities and recommendations can be found in the Final Report
Satewide Health Care Insurance Plan Task Force (See Attachment A).

Technical Advisory Committee

The Technica Advisory Committee (TAC) established by AHCCCSA served in an advisory
capacity to both AHCCCSA and the Statewide Health Care Insurance Plan Task Force;
providing guidance in the development of plan options as well as feedback on proposed
gpproaches. The TAC was composed of representatives from the physician community,
insurance companies (urban/rural, commercid and specidty), hospitas (rurd and urban) and
gtate agency directors of AHCCCSA and Department of Insurance. The TAC primarily focused
on the development of strategies which “use available, affordable, financid insurance vehiclesto
reduce the uninsured population that would not be digible for public programs.” Strategies they
recommended to the Task Force included:

= Community-based education on the value of insurance.

= High-risk pool usng multiple funding sources (e.g., public, private and insurance
premium funded).

= Ability to market flexible benefit packages that could be adapted to current
marketplace demands.

(See AHCCCS-HRSA project Web site for additiona information about the TAC including the
meeting minutes).

Recommendations and Findings

Overdl, AHCCCSA found that the State Planning Grant project provided a solid base for
moving forward the debate of how best to provide ble and affordable hedlth care coverage
to dl Arizonans. Due to the current budget crissin the State of over a $1.2 hillion shortfal for

FY 2003, consderation of additional expansion options which required state funds was not
feasble at thistime. Additiondly, the State had recently undertaken amgjor Title X1X coverage
expangon through the implementation of Proposition 204. Given these factors the focus was
placed on (1) trying to maintain those programs that have proven to play an effectiverolein
making hedlth care coverage ble and affordable and (2) to continue the development of a
framework for the implementation of Strategies addressing the issue of accessible and affordable
hedlth care in Arizona,



Key to this effort was the recommendations set forth by the Statewide Health Care Insurance
Pan Task Force in December which included the following:

= Introduction of legidation which would continue the efforts of the Task Force by
continuing to develop srategies which would:

- Narrow the gap between existing public and private hedth coverage programs (eg.,
through implementation of insurance reform, consumer and employer education
initiatives, private-public coverage programs, program for cooperative purchase of
employee hedthcare benefits by smal group employers).

- Redtructure current state employee and retiree hedth care coverage programs (eg.,
sf-insurance system and expansion of pool Sze).

- Enhance exiging public supported programs (eg., effective outreach programs,
expansion of coverage groups).

- Improve the rurd hedth care infrastructure through a variety of drategies including
development of a plan to more effectively coordinate current rurd hedth care
resources and programs.

= Continue support for HedthCare Group through adoption of proposed changes - only
subsdizing low-income, streamline benefit options, and revise undenwriting
methodology so premium structure is figured using an incrementa scale based on
employee age and household. (Note: HedthCare Group targets the small-employer
group marketplace between 1 and 50 employees and political subdivisions regardiess
of 5ze)

In addition to these Task Force recommendations, AHCCCSA learned a number of operationa
lessons during the course of the grant which new State Planning grantees should consider when
designing their projects. AHCCCSA found the project organizationd structure to be very
effective for supporting the grant’s purpose by dlowing for active legidative involvement but at
the same time alowing for vauable input from key stakeholders. Due to the complex nature of
the subject matter, education of the Task Force members as well as the public proved to be a
critical component for developing the framework for future decisons regarding coverage
drategies. Ladtly, to support this effort AHCCCSA was able to effectively draw from dataand
information available nationally and locdly, avoiding a Sate pecific data collection effort which
can be both costly and time consuming. However, it is recognized that as the State narrows
down its options and devel ops specific proposals, Sate specific datawill become more critica
for evauating these options.

It isimportant for the Federal Government to recognize that States' abilities to expand coverage
and develop a seamless system of carewhich is ble and affordable is hampered by the
Federa Government’ srole as both aregulator of self-insured plans and an adminisirator of mgor
coverage programs, e.g., Medicare, Indian Hedlth Service, and Veterans Affair. Additiondly, if
dtates are to be successful in their efforts to expand coverage the Federal Government needs to
move away from enactment of body part legidation and work in close partnership with the states
by alowing more flexibility in operation of programs such as Medicaid and State Children's



Hedth Insurance Program (SCHIP) and providing financia support for program expansions as
wdll as support for states' research efforts to develop Strategies to provide accessible and
affordable hedlth care. It is only through this type of federd-sate partnership that the issue of
hedlth care coverage in Arizona and the nation as awhole can be effectively addressed.

Future Activities

With the extension of the State Planning Grant for another year, AHCCCSA will continue to
andyze and develop specific policy options that address the recommendations st forth in the
Task Force legidation; dlowing the sate to move forward with some specific/targeted Strategies
that will improve the affordability and accessibility of hedlth carein Arizona. In particular three
(3) specific State Planning Grant activities which AHCCCSA is currently working on include;

Feasbility of Employer-Sponsored Insurance Program. |n Decembaer, the Center for

Medicare and Medicaid Services (CMS) approved Arizona s Hedlth Insurance
Hexibility and Accountability (HIFA) waiver to expand coverage beginning October

1, 2002 to parents of Medicaid and SCHIP children with family income between 100
to 200% of Federa Poverty Level (FPL). Aspart of this expanson, the AHCCCSA is
exploring the feasibility of implementing an employer sponsored pilot program.

Rurd Provider Interviews. In order to clearly identify both the barriers that
discourage providers from practicing in rurd areas as well as effective Srategies for
further developing the rurd provider network, AHCCCSA will conduct interviews
with targeted groups of rural hedlth care practitioners around the State.

Smdl-Group Package: In an effort to look at more affordable options for the small
group market, sample rates are being developed for amodd in which a small-group
HMO plan utilizes the AHCCCS provider network.




SECTION 1. UNINSURED INDIVIDUALSAND FAMILIES

This section provides an overview of who the uninsured are in Arizonaincluding a discusson of
coverage barriers and the role safety-net providers play in addressing their hedlth care needs.
Except where indicated, this information was primarily compiled through the efforts of the RHO
and William M. Mercer, Inc. and was shared and discussed with both the Statewide Hedlth Care
Insurance Plan Task Force and Technicd Advisory Committee. More detailed information can

be found on the AHCCCS-HRSA State Planning Grant web Site

www.ahcces.state.az.us' Studies/default.asp? D=HRSA.

Description of the Uninsured in Arizona

Recent figures released by the U.S. Census Bureau reved that the overdl rate of uninsurancein
Arizonafor al ages has decreased substantialy over the past three (3) years from 22.5% in 1998
to 20.0% in 1999 to 16.0% in 2000.> This has moved Arizona from having the second highest
number of uninsured to having the ninth worst record. When looking at the rate of uninsured for
the population under 18 years of age, the rate has decreased from 26.3% in 1998 t0 12.6%in
2000 (moving Arizona from the highest number of uninsured children to having the 14™" worst
record). The RHO contributes mogt of this improvement to the increase in employer-sponsored
hedlth insurance driven by the State' s strong economy and the variety of strategies employed by
the State to increase both private and public hedlth care coverage in recent years.

[ 20e]

Uninsured Population in Arizona: 1996-2000

26.3%

24.1% 24.5%

30% 27.4%
—
25% —c A ;

20% T

15%

20.1% 16.0%

=

10%

5%

12.6%

0% T

1996 1997

1998

1999 2000

!“—*—Uninsured (All Ages) —™—Uninsured (Under 18) !

Some of the key characterigtics defining Arizona s uninsured population are described below.
Thisanayssis basaed primarily on the use of merged Current Population Survey (CPS) data
from 1997 to 1999. It isimportant to recognize that this data does not adequately reflect the



impact of implementing KidsCare (i.e., Title XXI) or the recent Title X1X coverage expanson
on 4/1/02 for adults with incomes up to 100% of FPL.

Income: Those with income below 200% of FPL are more likely to be uninsured than
higher income persons. Nearly three-quarters (74%) of the non-ederly uninsured (ages O-
64) resde in family units with incomes below 200% of FPL.

Age: Overdl, children have alower rate of uninsurance. Those ages 18 to 24 are more
likely to be uninsured than any other non-elderly age group.

Gender: More adult males (especidly young adult males) are likely to be uninsured than
adult females (29% vs. 25%).2

Family Compositiont For the HIFA waiver proposa, AHCCCSA used merged CPS data
from 1998 to 2000 and found that three-quarters of the uninsured low-income population
(i.e., below 200% of FPL) represent children and parents (54% and 22%, respectively).
For the remaining 24% who are adults without children, 57% are below 100% of FPL. It
isimportant to note that many of these individuds will quaify for AHCCCS, i.e, the
children under Title XIX/XXI and the adults whose income is below 100% of FPL under
the recent coverage expansion and parents with Title XIX/XXI children whose incomeis
below 2030% of FPL under the approved HIFA expansion dated for implementation on
10/1/02.

Race/Ethnicity: As aborder Sate to Mexico, Arizonatends to have a high concentration of
uninsured Hispanics. At 45% Higpanics have amuch higher uninsurance rate than any
other ethnic group in the State (i.e., Non-Hispanic White at 19%, African-American at
23% and al others a 26%). While the Hispanic population comprises only one-quarter
(25%) of the Arizona population, they represent more than haf (52%) of the Arizona
uninsured population. William M. Mercer, Inc. notes that thereisalack of detailed
uninsurance data on the Hispanic uninsured in Arizona but looking at netiond data
indicates that low-income is akey driver afecting the Hispanic uninsured with many
working for samdler-employers who do not offer benefits.

Immigration Status: Recent immigrants and their children who lack hedth coverage
condtitute only 5% of the uninsured. Looking at data for the US, it was noted that
Hispanics who are nor-citizens have an uninsurance rate of 58%, compared to a29%
uninsurance rete for Hispanics who are citizens.

Geographic Location: Nationad demographics for the US show that rura resdents are
more likely to be uninsured than their urban counterparts. Twenty-three percent of
Arizona s population resdes in semi-rurd or rura areas. While dl areas of the State have
alarge number of smdl-employers, the rurd counties were found to have ahigh
percentage of households with low-incomes and/or high unemployment, factors which are
key drivers of uninsurance.
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=  Employment Status. The mgority of the uninsured are “working uninsured”. 75% of the
uninsured are in afamily unit with at lesst one full-time worker and 9% are in afamily
unit with a least one part-time worker. Although these family units have alinkage viaan
employee to the workplace, employer-based hedth care coverage is not necessarily
offered. Asdiscussed in the next section, 97% of Arizona employers consst of fewer than
100 employees who are dso the least likely to offer insurance and the most likely to have
higher than average insurance rates. Thisis borne out by the fact that uninsurance rates
increase as firm Sze decreases (e.g., 45% uninsurance rate for firms of lessthan 10
employeesto 19% for firms of 1,000 or more employees.)

Louis Harris and Associates who were commissioned by the Phoenix-based Flinn Foundation
conducted a comprehensive survey on hedth care in Arizonain 1989 and again in 1995. While
the information is seven (7) years-old, it reinforces many of the trends that were noted above,
e.g., apredominant characteristic of the uninsured are low-income and are employed with a
decline in the proportion of adults who were uninsured as the sSize of the employer increased.
Additiondly, the studies found that:

=  Most uninsured had been uninsured for two years or longer.

=  Most uninsured persons cited the cost of insurance as the reason they did not haveit,
with only 7% saying they “don’t want it” and 3% saying they are unable to obtain
insurance due to a pre-exigting condition.

= In 1995, nearly 60% of the uninsured had not seen a doctor in the prior year with
amog hdf saying thet they had put off or postponed getting needed medicd care for
financid reasons.

More information on these studies can be found on the Flinn Foundation’s Web site

Uninsured Sub-Populations

The William M. Mercer, Inc. policy issue paper, Faces of the Uninsured and State Strategiesto
Meet Their Needs clearly demongtrated that the uninsured population is not asingle,

homogeneous population but is comprised of anumber of smadler sub-populations, formed by
severd key drivers of uninsurance which include age, employment (Status and firm size), income
(relative to poverty leve), ethnicity and geography (urban vs. rurd). Four (4) key uninsured sub-
population groupsin Arizona are identified that due to their Sze should merit a closer ook by
policy makers as they craft solutions to hedth coverage. The identified sub- populationswhich

are not mutudly exdusive included:

= Low-Income Uninsured, especidly low-income uninsured children and their parents.
= Ethnic Uninsured, epecialy low-income Higpanics uninsured.

= Working Uninsured, epecialy working uninsured in smal-employers.

*  Rurd Uninsured, especidly rurd low-income uninsured children and their parents.

In addition to the sub-populations identified above, the Statewide Hedlth Care Insurance Plan
Task Force initidly identified the uninsured pre-retirement group as a sub- population thet they
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were concerned about due to condtituent inquiries. However, this group became less of afocus
when William M. Mercer, Inc. presented information to the Task Force members showing that
Arizonans ages 45 to 64:

=  Represented 24% (1.0 million) of the non-ederly Arizona population (or 20.8% of the
total Arizona population).

= Generdly had higher incomes than the Arizona population as awhole.

= Had 205,000 who were uninsured.

*  Represented 19% of the non-elderly uninsured population in Arizona

The Technical Advisory Committee felt that it was important to focus on the sub-population of
uninsured individuads who were not digible for public funded programs. William M. Mercer,
Inc. estimated that 50% of the current uninsured population could be covered through publicly
funded programsiif they applied.

Factors Contributing to the Lack of Health Care Coverage

Based on the andysis of Arizond s health care marketplace, some of the key factors contributing
to the lack of hedth care coverage and individuas' ability to obtain hedth care coverage that
were identified by the RHO and William M. Mercer, Inc. included:

= Lower-income workers, especidly those who work part-time cannot afford hedlth
insurance premiums.

» Lack of adequate income to convert employment-base hedth policies to continue
coverage for thar families after involuntary layoffs.

»  Smdler firmsarelesslikdy to offer insurance.

= Populaions digible for public programs do not know that they are digible and do not
know how to become dligible.

= Changesinimmigration laws have made it more difficult for public advocates to find and
enroll eigible populationin AHCCCS, eg., fear of deportation, culturd and language
barriers.

» A bdief that insurance is not necessary, eg., the “ Superman” effect resulting from the
young hedthy populations who sees themsalves as indestructible and fed no need for
hedlth insurance coverage.

Additiondly, for resdentsin rurd areas of the State who have an increased risk of uninsurance
compared to their urban counterparts, the ability to access and recelve adequate hedlth care is
made more difficult due to three (3) fundamenta barriers:

= A critica lack of physicians and other providers.
= Geographic isolation.
* Hogpitd solvency.

The impact of these “rurd barriers’ isreflected in the fact that, of Arizona's 14 counties, three
(3) entire counties are federd Medicaly Underserved Areas (MUA), a measure that includes



both provider shortages and poorer heath outcome. Additionally a substantia portion of ten
(10) other counties are desgnated asa MUA.

Affordability

In Arizona Basic Health Benefit Plan: A Comprehensive Review, William M. Mercer, Inc., noted
that if the premium levels of the Basic Plan are set equd to the average cost of insurance

avallable on the small-group market, a price generaly available to the uninsured population

dready, then the plan will likely not be effective in meeting the financid needs of the uninsured.

More reasonable comprehens ve benefit designs will not be affordable to low-income uninsured
without the use of significant subsidies by employers, Sate agencies or other sources. As

illustrated through case studies presented in the paper for someone at 200% of FPL, the typical
premium and cogts of deductibles and coinsurance can exceed 20% of the family’ sincome.

The issue of affordability asit relates to the purchase of health insurance for low-income
individudsfamilies is further supported by the recent release of The Salf-Sufficient Sandard for
Arizona which looks at how much income is needed for afamily to meet its basc needs (i.e,
housing, child care, hedlth care food, transportation and taxes) without public or private
assigance. It detailsthe basic living expenses for various family compaositions (e.g., one adullt,
one preschooler) in dl 15 Arizonacounties. For afamily of three in Tucson (one parent, one
preschooler and one school age child), the family would have to earn approximately $34,159 to
meet dl their basic needsincluding hedlth care. This annual salary represents 227% of the FPL.°

Safety-Net for the Uninsured

Asin other gatesaggnificant level of hedth care and other related services are ddivered to the
uninsured through a core set of safety-net providers. In Maricopa County it was estimated that
38% of individuas served in 2000 by primary care safety-net providers were uninsured. The
safety-net providers include public and privately supported hospitd systems, community hedth
centers or clinics, loca hedth departments, individud practitioners and other hedlth care entities.
These providers are supported through federd, sate, local and private dollars. Dueto limited
resources, the safety-net providers clearly do not meet dl the hedlth care needs of these
populaions. In particular specidty care, including dental and behaviord hedth care has been
cited as the missing piece of the safety-net puzzle®

Over the years, the State has continued to support the safety- net providers through the alocation
of tobacco tax moniesto amyriad of programs. Two (2) key programs that have been funded
with these monies indlude:

=  Primary Care Programin which 22 primary care agencies provide comprehensive
primary care servicesto low-income at risk resdents at 85 service ddivery stes around
the State. $5.5 million was appropriated to this program in FY 2002.
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= Community Hedth Centersin which 17 center operating 21 delivery Stes provide
primary hedth care services to low-income or uninsured Arizonans. $4.5 million was

appropriated in FY 2002.

Other examples of safety-net programs recently initiated in the State include:

= Pima Community Access Program, is helping to increase access to uninsured residents by
providing heavily discounted primary care, specidty care and hospital services.
Implemented in September 2001, the program has aready attracted 869 enrollees. Itis
expected that by June 2002, apool of funds will be established from which patients can

borrow to pay for high cost services such as surgery.

= Arizonalatino Medica Associationwith the support of the S. Luke s Charitable Health
Trugt hasimplemented an initigtive in which Hispanic families pay asmal annud fee
which then dlows them to access a network of practitioners and pharmacists who are
willing to discount the cost of their services/products by 25 to 50%.

Finally, recognition needs to be given to the proportion of medica carethat is rendered as
charity by established private providers and practitioners. Based on asurvey conducted by
Arizona Hospitd and Heslthcare Association of Arizona hospitals, it has been estimated that a
total of $387 million in uncompensated care was provided in 2001 with $306 million in bad debt
and $31 million in charity care. An examination of hospitalsin Maricopa County shows that
while some hospita's are more centra to the core safety-net system (i.e., Maricopa Integrated
Hedlth Systems), dl hospitals are safety-net providers®
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SECTION 2. EMPLOYER-BASED COVERAGE

This section focuses on employer-based coverage in Arizona and includes adiscusson of the
characteristics of Arizona s business environment and who offersto provider and who optsto
enroll in such coverage. Except where indicated, this information was compiled by the RHO
drawing on data from Agency for Health Care Research and Quality, Center for Cost and
Financing Studies, 1996-1999 Medical Expenditure Panel Survey (MEPS) — Insurance
Component, Arizona Department of Economic Security, Research Administration and US
Census Bureau. Thisinformation was shared and discussed with both the Task Force and
Technicd Advisory Committee. More detailed information can be found on the AHCCCS-
HRSA State Planning Grant web site www.ahcces.state.az.us/Studies/default.asp? D=HRSA.

Characteristics of Arizona Businesses and Employment

The gructure of employment in Arizonais somewhat different from the rest of the United States.
The largest employment sector in Arizona is the service-producing industry, which provides
82.4% of dl employment (vs. 77.3% in the US). In the manufacturing sector, Arizonatrailsthe
US (9.7% vs. 15.4%).

The mgority of Arizonaemployers (97%) represent small firms (fewer than 100 employees).
The smallest firms, those with fewer than 10 employees, comprise 74.4% of dl firmsin Arizona,
while large firms, those with 1,000+ employees, comprise 0.2% of dl firms. However, the
87,131 smallest employers employ only 10.2% of al employees, wheress the 197 largest
employers employ 23.0% of the labor force.

Although the unemployment rate in Arizona generdly is lower than the nationd average, the
median household income is only $38,537 (vs. US average of $49,497) with 15.6% of the
population below 100 % of FPL (vs. 12.5% for the US). The Commonwealth Fund 9/8/00

report, Uninsured and at Risk: Coverage Profiles and Trends among 10 Sates noted that the

proportion of Arizona employees who have low hourly wages (i.e., under $10/hour) is higher
when compared to the nationd percentage. Additionaly, unemployment ratesin Arizona are
typicaly higher in the nonurban counties; dong with a higher percentage of the population
below 100% of FPL.”

Employer-Based Coveragein Arizona

Generd Description

Over the padt five years, the number of Arizonans with employer-sponsored insurance has
increased from 50.3% in 1996 to 59.4% in 2000. The US population had a higher proportion of
persons with employer-sponsored hedlth care coverage (64.1%). The Commonwedth Fund's
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9/8/00 report, Uninsured and at Risk: Coverage Profiles and Trends among 10 Sates’
contributes Arizond s higher uninsured rates to its lower rates of employer-based hedth
insurance coverage. Using merged CPS data for 1997-1999, the Kaiser Foundation's State
Health Facts Online — Arizona: At-A-Glance which provides demographic datafor Arizona's
non-elderly population with employer coverage shows?

= Asreflected nationdly, the rate of non-ederly individuas with employer coverage
increases with income with 17% under 100% of FPL, 47% at 100 to 199% of FPL and
79% at 200% of FPL or more.

» More adults (61%) than children (54%) have employer coverage.

= Employer coverage does not differ by gender.

» Therate of employer coverage differs markedly by race/ethnicity — 38% for Higpanics,
56% for others, 62% for blacks and 69% for whites.

»  Family unitswith at least 1 full time worker are more likely to have employer
coverage (65%) than if there are no full time workers (31%) or norrworkers (26%).

The percent of private-sector employers who offer health insurance decreases as the Size of the
firm decreases (see Table below). Approximatey 80% of employees (full and part-time) who
work for firmsthat offer hedlth insurance are digible for coverage and of those about 81% of
them opt to enroll in the coverage. These percentages change substantialy for part-time
employees in which the percent of employees digible for insurance coverage through their
employeeis 24.8% with 67.6% opting to enrall in coverage. Lagtly, according to MEPS datain
1998, 29% (or 27,234) of the private sector establishments in Arizonathat offered health
insurance, saf-insure at least one plan.

Arizona Private-Sector Employers Who Offered Health Insurance by Firm Size: 1996 - 1999

Y ear Total Lessthan 10-24 25-99 100 — 999 1,000 or
10 Employees | Employees | Employees More
Employees Employees
1996 55.1% 32.9% 72.6% 73.5% 78.9% 88.6%
1997 53.2% 31.3% 50.0% 87.7% 100% 99.2%
1998 53.7% 32.8% 59.6% 78.4% 96.3% 95.5%
1999 58.8% 35.7% 65.9% 83.9% 96.2% 99.4%

Source: Agency for Healthcare Research and Quality, Center for Cost and Financing Studies, 1996 — 1999 Medical

Expenditure Panel Survey — Insurance Component.

From 1996 to 1999, the nationa average single premium dollar cost rose from $1,991 in 1996 to
$2,324in 1999. Arizona s overdl premium dollar cost rose from $1,791 to $2,097 during this
time period, but fell dightly between 1998 and 1999. Further in 1999, Arizona employees paid a
lower percentage of wages and average dollar amount for the premium (17.4% and $365) than
other US workers (18.1% and $420). During the period 1996- 1999, both the national and
Arizona average family premium cost rose, but Arizona employees continued to pay alower
average family premium than other US familiesin 1999 ($5,509.34 vs. $6,058.12).
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Smdl Size Employer Surveys

During the past year a number of surveys have been conducted of smal size employersin order
to better undergtand their issues regarding purchasing of hedth insurance. In dl the surveys
affordability and accessibility of health insurance is raised as akey concern. Additiondly, for
some smdl-business the purchasing of hedlth insurance for employeesis not viewed as akey
business priority. A brief overview of these surveysis provided below.

Small-Business Survey Arizona 2000

In 2000 arandom telephone survey of 401 owners and managers of Arizona business having
fewer than 50 employees was conducted by WestGroup Research for the Arizona Hospita and
Hedthcare Association, Arizona Chamber of Commerce, Blue Cross and Blue Shield of Arizona
and the St. Luke's Charitable Hedlth Trust.® The results found that for small-businessesin
Arizona, employee hedth is not generdly seen as aprimary businessissue with key areas of
concern being maintaining a quaity workforce, meeting customer needs or governmenta
regulation.

In terms of hedlth care coverage participetion:

=  One-third of the businesses surveyed offered hedlth care coverage.

= Themore employeesin the firm, the more likely the firm was to offer hedth care
coverage.

= Frmsin metro Arizonawere more likely than those in rurd areasto offer hedth care
coverage.

= There waslittle difference by industry type in the percentage offering employee
hedlth care coverage.

Firms who offered hedth coverage recognized that it was important to employees and used it to
attract and keep them. They would only discontinue coverage in the face of amgor increasein
the cost of premiums. Due to cost hdf of these firms offered employee-only coverage. The
average company contribution for employee coverage is 75% with eight percent paying 40% or
less. For family coverage the average company contribution is 50%. Of their employees who
decline coverage (18.6%) it is generdly because they have coverage through a spouse (41%) or
they can not afford it (26%).

Firmsthat did not offer coverage did not see astrong link between offering a hedth care plan
and attracting and keeping employees. It was seen asamgor drain of finances; requiring a
magor commitment of resources. Many of these employers regjected the possibility without even
investigating coverage options. These firms noted the following factors might increase the
likelihood that they would offer employee hedth insurance:

= 25% tax credit in addition to the norma deduction (27%).
= Posshility of having a harder time getting and retaining employees (25%).
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=  Tax onfirmsthat did not offer (21%).
= Competitors offered a plan (15%).
= Lower premiums (25%).

Department of Insurance

As part of arecent evauation of Arizond s Accountable Hedth Plan (AHP) laws, the Arizona
Department of Insurance conducted an informal survey of groups that represented the interests of
gamdl-business employersin order to find out the experiences of their members or clientsin the
smdl group hedth insurance market.® The survey responsesindicated that:
= Smdl-employers till experience limited access to group hedlth insurance for reasons
of both availability and affordability.
= Ongoing impediments to availability were related to adminidrative factors,
compliance issues, product limitations and lack of competition.
= Smdl-employers uniformly describe affordability as the biggest access issue and
perceive employee health status, prescription drugs, statutory mandates and lack of
comptition to be the primary affordability problems.

National Federation of Independent Businessin Arizona

The Nationa Federation of Independent Businessin Arizona (NFIB Arizona), which conducted
arecent survey of Arizona smdl-business owners, found that the cost of health care was atop
issue for smdl-businesses and are recommending to the State Legidature as part of their 2002
agenda

= No new state hedth mandates.

= Increase buying power of smal-businesses by dlowing them to pool together.

» Provide a hedth insurance income-tax credit (state and/or federa) for working
uninsured.

= Create date medica Savings Accounts, tax-free accounts to help pay for the cost of
hedlth care that can roll over balancesto future years.
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SECTION 3. HEALTH CARE MARKETPLACE

This section provides a description of the hedth care marketplace in Arizonaas wdl asan
overview of the findings from the numerous policy issue papers that were devel oped with the
support of State Planning Grant (See the AHCCCS-HRSA State Planning Grant web site
www.ahcces.state.az.us/Studies/default.asp? D=HRSA for specific papers). Thisinformation
was compiled from literature reviews, discussons with sate staff responsible for hedth coverage
programs in sdlected states and staff consultants with work experience on various programs and
andysis of locd date datafiles. The resulting issue briefs, in turn were distributed to both the
Statewide Hedlth Care Insurance Plan Task Force and Technicd Advisory Committee and
discussed at subsequent meetings of the groups.

Description of Health Care Marketplacein Arizona

A generd overview of hedth care coveragein Arizonais st forth in the following two diagrams
—“Hedth Coverage in Arizona’ and “Hedlth Coverage in Arizona (Income-based)”. These
diagrams dong with severa others were prepared by AHCCCSA for the Task Force (See
AHCCCS-HRSA Web site) in order to illustrate the types of coverage and the income criteria for
those publicly sponsored programs that AHCCCSA administers.

Health Care Coveragein Arizona

- AHCCCY

- KidsCarg
- Premium|Sharing
RRsed

WALTCS

Private/Employer-
Based and Individually

Purchased:

- Private Commercial

Carriers N .
; . = Proposed Programs being
Uninsur ed** : ?fsfk?ggﬁd Individuals considered by the Task Force

** = Uninsured Characteristics:

- Rural Areas
Small & Medium
Employers
Low-Income (not
poor)
Early Retirees
Eligible, but not

enrolled

- Safety-Net - Purchasing Pool*

- Basic Benefit Plan*
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Health Coveragein Arizona: Income-Based

Premium Sharing — Chronicaly 11l Only (limited to certain
illnesses and maximum number of participants active at ~ 400%
one time) — subsidized coverage 0

Premium Ticket to Work Breast and
Sharing (limited to Cervical
(requires disabled returning | Program I~ 250%
premium up to to work — allows (under 65
4% of gross them to retain and
income) — Medicaid benefits) ineligible for
subsidized other forms
ALTCS - 300% SSI or 223% FPL ~ 22304
Kids Care (limited to children under 19 |
( ) 200%
Transitional Medical Assistance (TMA L
(TMA) 185%
Medicare — Cost Sharing Programs (up to 175%) ~175%
AHCCCS Medicaid-Pregnant Women & Children Under |
Ane 1 (SORRA) 14004
AHCCCS Medicaid - Children Ages 1-5 (SOBRA) -
133%
AHCCCS Familie | AHCCCS SS| Income-Based
Medicaid — sand Medicaid— | Limited
Various Childre | Children I~ 100% AHCCCS/ALTCS
Programs Based n 1931 Ages 6-18 KidsCare
on Income — : :
Prop 204/Title D CUISIE LY
XIX Waiver
AHCCCS Medicaid — Spenc-down Group (medical |
expenses reduce gross income to 40% FPL) 40%

Example 1: A family of 4 at 100% of FPL
earns $17,050 annually

Example 2: A single individual at 100% of
FPL earns $8,350 annualy

Although lower than the nationd average, the mgority of Arizonans are il covered through
employer-based coverage. It has been estimated that approximately 13% of Arizonans are
covered through publicly funded income-based programs (i.e., Title XIX/XXI). Asof 03/01/01,
748,689 Arizonans are enrolled in AHCCCS. In addition to the publicly supported programs, the
Stae of Arizonadso isthe largest employer in the state currently employing 59,348 individuals.
Out of these employees, approximately 54,000 are enrolled in the State’ s health plan through
CIGNA HedthCare of Arizona

The State has one of the most aggressive and comptitive hedlth care marketplacesin the US.
Unlike many other Sates, the Arizona hedth care marketplace made the shift from indemnity
insurance to managed care (i.e., with 31% in managed care in 1989 and 52% in 1995 — Hinn
Foundation study). Today Arizonaisin the top ten statesin HMO penetration rates and has
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87.5% of Arizonan residents recelving hedlth care benefits through managed care insurers. This
is further exemplified by the fact that dmogt dl individuas who are enrolled in the AHCCCS
programs (i.e., Title XIX/XXI) receive their hedth care through HMOs. This same phenomenon
is aso reflected in the Medicare managed care market, especidly in the urban marketplace (i.e.,
42% of Medicare beneficiaries in Phoenix were enrolled in Medicare+Choice plans).1° In May,
the Arizona Department of Insurance reported that there were 240,000 seniors enrolled in
Medicare+Choice plans.

The RHO found that overal, Arizona has alow health care expenditure per capita (ranked 41st).
In Arizona during 1998, $14.78 billion was spent on hedlth care, or 11% of the gross Sate
product. Thethree highest health care expenditure categories for Arizonain 1998 were
physicians and other professiona services ($5.14 billion or 34.7%), hospital services ($4.98
billion or 33.7%) and drugs and other medica non-durables at ($2.07 billion or 14%).

Over the past decade, Arizona has taken a number of steps to address the adequacy of health
coverage in the State through hedlth care market reform. This reform has involved both public
aswdl as private sponsored reform; primarily targeting low-income, chronicaly ill and smal-
employer groups. Examples of thisinclude:

= HedthCare Group, implemented in 1988, offers affordable and ble hedth care
coverage to smal-businesses with 50 or fewer employees. Since 1999, HedthCare
Group receives an annua state subsidy of up to $8 million.

= Smadl group market insurance reforms beginning in 1993 with the Accountable Hedlth
Man laws which indituted guaranteed issue requirements amed a improving the
availability of group hedth insurance to smdl-employers. Other reforms have
involved: redricting premium rates charged to smal-employers by cregting arating
band within which smal group rates must remain and provided a premium tax
exemption for; requiring insurers tha offer hedth care insurance to medium and large
employersto aso offer it to smdl-employers, and exempting Accountable Hedth Plans
from the premium tax for the reported smal group premiums.

= Premium Sharing Program, implemented in 1998 provides hedth care coverageto a
limited number of uninsured individuas with income up to 250% of FPL or below
400% of FPL, if chronicdly ill.

= KidsCare (Title XXI), implemented in 1999, to provide coverage to SCHIP digible
children up to 200% of FPL.

= Voter passed initiatives to target use of 70% of tobacco tax monies for hedlth care to
low-income uninsured groups (passed in 1994) and the expansion of AHCCCS
coverage to al Arizonans below 100% of FPL through the use of tobacco settlement
monies (passed in 2000). (See section below on recent public program expansions)

Undersanding Cost Drivers

Since benefit design is considered to be one of the key determinants of the level of participation
in hedth insurance program, William M. Mercer, Inc. andyzed the Arizona Basic Hedth Benfit
Plan aong with the proposed basic plan being informally discussed among the Task Force
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member. (see Arizona Basic Health Benefit Plan: A Comprehensive Review). The report found
that the Arizona Basic Hedlth Benefits are:

Not basic.

Not targeted a the uninsured.

Not affordable.

Not attractive Snce consumers are currently not showing much interest in purchasing
the product.

So that the Task Force could better understand the role that adminigtrative costs playsin
contributing to the cost of health care, William M. Mercer prepared a short paper on Health
Insurance Administration Costs in which they noted that:

=  Typicd adminigrative functions include clams processing, network development and
maintenance, case management, actuarid services, medica management, data
collection and analys's, marketing and adminisirative managemen.

» Theleve of adminidrative expenditures is dependent on breadth of services offered,
specid needs of the population, size of the plan, regulatory requirements, and
efidency in adminigering the plan.

=  While adminidrative expenditures have continued to increase in recent years they
have decreased as a percent of total expenditures. For insurance plan typesin 2000,
the percentage of tota expenditures spent on administration was 12 to 18% for
indemnity or PPO, 12 to 20% for POS, 14 to 18% for commercial HMO and 10 to
21% for Medicaid HMO.

The Task Force aso expressed concerned about the relationship between increases in hedlth care
cost and the impact it has on the purchasing of hedlth care and/or insurance. In response William
M. Mercer Inc. prepared abrief issue paper entitled. Elasticity of the Demand for Health Care
Services and noted that:

= Demand for hedth care is considered to be indastic — changesin price tend to have a
amdl impact on changes in quantity.

=  Similar to hedth care, overdl hedth insurance is rdlatively indadtic (eg. for every 1%
increase in hedth care premiumsthereis an estimated 0.1% decrease of insured
Americans).

=  The Urban Indtitute found that for every 1% increase in premiums as a percentage of
income, there is a corresponding drop in presentation of gpproximately 10 %.

It was fdt that this last finding becomes of particular rlevance when examining the experience
of subsidized insurance programs targeted at low-income individuas.

Recent Marketplace Trends

Like the rest of the nation, after avery long period of economic growth, accompanied by
moderate increases in the costs of health care, the Arizona economy has entered a period of



decline at the same time as hedlth care costs have begun to increase rapidly. The Arizona hedth
care marketplaceis currently in aperiod of flux as hedth care costs continue to rise and the
financid viability of some hedlth care organizations continues to be threstened. The Center for
Hedth System Change recently released their 2000 Community Tracking Study on the Phoenix
hedlth care market.2° This report, despite its limited geographic focus does provide some
vauable information regarding recent trendsin the State€' s health care marketplace, many of
which are applicable statewide. Some key trends that are noted in the report include:

Consolidation of hospita systems; giving them more of a ggnificant advantage in
negotiations with hedth plansin geographic areas in which they have monopolies.
Increase in physician discontent as reflected by the movement of specidiststo specidty
facilities and physcians refusing to enter into risk contracts.

Increase in premiums and dimination of unprofitable or margind lines of businessto
improve hedth plans financia conditions.

Decrease in the number of Medicare+Choice hedth plans with those remaining
requiring seniors to contribute more to the cost of care.

Potential for deterioration of the loca safety-net, which has been rdatively stable over
the past years.

These marketplace trends are further exemplified by anumber of key events which have been
recently reported in the locad news. Theseinclude:

Severd hedth plans pulling out of the MedicaretChoice program, i.e., Aetnain
Maricopa County (6200 enrollees), Pacificare in southern Pinal County (4100
enrollees) and severd reducing benefits, e.g., Hedth Net Inc. and Humanalinc. This
leaves only 3 out of 15 counties with Medicare+Choice plans.

United Hedlthcare in Arizona dropping itsindividua hedth insurance product (7500
enrollees) in order to help regain profitability.

The announced closing of the only two (2) trauma centers in Tucson; leaving southern
Arizona which prompted the State |egidature to appropriate $4.3 million to these
centers for FY 2002.

Loss of $9.4 million in the past Six (6) months by HMOs in Arizonawith only two (2)
out of Sx (6) of the mgor plans posting gains.

Reported increases this year in hedth care premiums of 15 to 45 %; largely attributable
to the posted losses in Arizona s managed- care companies.

Reduction in employee choice of plans and out- of-pocket expenses, e.g., State of
Arizona switched to one insurer to provide coverage to dl state employees; at the same
time increasng employee share for premiums and co-pays.

Further erosion in hedlth care services available in the rurd aress of the State, eg.,
January 2002 closing of Copper Queen Community Hospita’ s obstetrics wing in
Bisbee, leaving only one hospitad in Cochise County with obstetrica service.

The hedlth care marketplace was a so impacted by the enactment in 1999 of a state HMO reform
law which gave patients various rights to gpped their hedlth plan decisons. Part of thislaw
expanded the number of legidatively mandated benefits. William M. Mercer, Inc. conducted an
independent cost study in order to estimate the financia impact of hedlth insurance mandates
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recently enacted by the 1999 HMO reform law. The study considered mandates in Six (6) aress.
adminigtration, access to medica supplies, pharmacy, direct access to care, emergency services
and dlinical trids. Taken together the estimated impact of the enacted mandates was a 5.7%
increase in health care premiums. Direct access to chiropractic services had the greatest cost
impact a 3%. (Seethe AHCCCS-HRSA Web ste for acomplete copy of the report which is
entitled Financial Impact of Recently Enacted Health Insurance Mandates.)

In the Department of Insurance’ s recent evauation of the Accountable Hedth Plan lawsit found
that in Arizona asin other states the small group market is shrinking.” The availability of group
hedlth insurance to smal-employers has been adversely affected by the decease in the numbers
of Accountable Hedlth Plans. 1n 1999 there were 104 but as of December 31, 2001 there were
54. Of these it was estimated that probably only 27 were active in the smal group market.

Findly, like the nation as awhole, Arizonais experiencing aworkforce shortage in the hedth
carefidd, especidly in nurang. In arecent survey of Arizona hospitals, the Arizona Hospita
and Hedlthcare Association found that the workforce shortages are contributing to emergency
room overcrowding and diversion, reduced staffed beds, increased in surgery waiting time and
cancdlled inpatient and outpatient surgery. The Governor of Arizona has formed aNurang
Shortage Task Force to evaluate the issue and make recommendations to ensure an adequate
supply of professona nursesin Arizona.

Rura Hedlth Care Infrastructure

In order to more appropriately identify the issues that surround the development of a strong rurd
hedlth care infrastructure and thus viable marketplace, AHCCCSA sought to provide the Task
Force with additiona information regarding the issue of rurd infrastructure srategies. This
effort resulted in:

= A policy brief by William M. Mercer, Inc., Initiatives to Improve Access to Rural
Health Care Services, which found:

- Information showing that rural uninsured tend to be employed by smdl-employers,
reside in households with &t least one full-time worker, are older, younger and
poorer and have fewer provider network choices.

- ldentification of key barriersinclude: lack of physicians and other providers,
geographic isolation and hospital solvency issues (i.e, insufficient volume to
judtify sze and cgpatilities).

- Discussion of strategies employed by other states to address rurd infrastructure
concerns and provisonsincluding: financid and technica assstance to makerurd
areas more attractive to practitioners, examples of collaboration between hedlth
and non-hedlth resources and/or urban and rura resources, changesin
reimbursement methodologies for hospitals, and crestive use of hospital space and
resources.
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=  AnAHCCCSA prepared document, Inventory of Arizona Strategies to Address Rural
Health Care Infrastructure, provides a comprehensve description of specific
Srategies/programs that have been implemented in Arizona. These dtrategies have
been grouped according to those which:

- Increase the number of rurd practitioners.

- Minimize geographic isolation.

- Improve the viability of hedth care facilities.

- Fnancialy support rurd-based hedth care service programs.

Other States Experiences

Other states' experiences, dong with internationa gpproaches to headth care ddivery, have and
continue to play an important role in the policy ddiberation regarding hedth care coveragein
Arizona. In order to educate policy makers regarding experiences outside of Arizona, five issue
briefs were prepared (4 by Milliman USA, Inc. and 1 by William M. Mercer, Inc.) A summary
of the findings from these papersis provided below:

= Purchasing Pools found:

- Higoricdly, chdlenges faced by pools have involved: low employer enrollmernt,
lack of hedlth plan participation, unwillingness of agents to promote, adverse
selection, and the inability to offer PPO and POS plans.

- Need to substantialy increase the enrollment in poolsin order to be viable and be
able to offer lower prices.

- Not able to lower prices enough to encourage more small-employersto offer
Insurance without sgnificant subsidies or mandates.

= High-Risk Pools found:

- Risk pools play amgor role in making coverage available to uninsurable
individuds, reducing the number of uninsured and providing stability to the heelth
care market.

- A key issue in establishing ahigh-risk pool isto make sure that it iswell-funded
including revenue sources besides premiums and assessments.

= |mplementation of Incentives and Regulatory Mandates to Increase Health Insurance
Coverage found:

- SCHIP and premium sharing programs have been successful in enralling targeted
populations, dthough crowd-out may be a concern.

- Tax credits and deductions are questionable for the uninsured and may be more
appropriate to discuss at federd levels.



Smadl group market reform has led to stability, more readily available and more
predictable cost increases, but has not addressed the affordability issue and has had
little or no impact on the number of uninsured.

Individual market reform has not been successful in reducing the number of
uninsured.

Programs which are successful in reducing the number of uninsured generdly
involve some expenditure of public funds.

International Approaches to a Socialized Insurance System found:

These sysems are largdly reliant on taxation, highly regulated, place a Sgnificant
emphasis on preventative care, require co-pays and ration care through waiting lists.
To implement thistype of sysem in US/Arizona, one would need significant
increases in taxes to cover the uninsured, mandatory employer-based coverage,
ERISA exemption, more uniformity of benefits, more regulation of provider fees,
restrictions on patient choice of provider and income-based differentiation of
benefits and/or contributions.

Review of SElf-Insuring of Health Benefits and State Employee Health Plan Self-
funding Survey found:

Sdf-insurance dlows employers to diminate insurance profit and risk charges and
take control of plan design with the flexibility saying with the employer. The
disadvantage is that assets may be exposed to legd liability due to sdf-funding and
monthly cash flow can fluctuate.

Successes of saf-funded plans are linked to constant monitoring and assessment of
cogts and utilization, willingness to make changes when needed, selection of” best
of breed” providers, targeted contracting with networks/providers for deep
discounts, strong utilization and case management programs in place.

Sixty-eight percent of the states, self-fund at least one of their medical plans for
state employees and five (5) more are considering self-funding. Sixty-two percent
fully-insure ther HM Os while sdf-funding indemnity, PPO and other types of
plans. Noneinclude sdf-funded employee plans as part of alarger satewide hedlth
insurance reform or expansion initiatives. Seventy-four percent alow other groups
to participate, eg., counties, cities, towns, political subdivisons, school digtricts.
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SECTION 4. OPTIONS FOR EXPANDING COVERAGE

Due to the current State budget crisis (i.e,, $1.2 billion shortfdl for FY2003) serious
consideration of options to expand coverage which required state funds was not feasible & this
time. Additiondly, the State recently undertook amgjor Title X1X coverage expansion with the
implementation of Proposition 204 and subsequently received federa approva in December to
add parents of Title XIX/XXI children between 100 to 200 % of FPL. Given thesefactorsthe
State' s focus was placed on trying to maintain those programs that have proven to play an
effective role in making hedth care coverage ble and affordable and to continue the
development of aframework for the implementation of Strategies addressing the issue of
accessible and affordable hedth carein Arizona

In addition to providing an overview of the recent Title XIX/XXI program expansons as well
Title XIX/XXI outreach and enrollment Strategies, this section presents the fina
recommendations of the Statewide Hedlth Care Insurance Plan Task Force.

Recent Public Program Expansions

In the course of the State Planning Grant funding period there were a number of public program
expangons which were both implemented and legidatively adopted by the State. Asareault,
AHCCCSA continuesto expand itsrole in the ddlivery of public sponsored programs through
both the implementation of new programs aswell as the expansion of current programs. These
changes include the following:

=  Implementation of Proposition 204 on 10/1/01 which amends AHCCCSA’s 1115
walver and establishes Title X1X digibility up to 100 % of FPL for individuds without
children. It dso has a pend-down component (e.g., MED) that enables individuas
who have incurred medicd bills to use those bills to spend down their income and
become digible for hedth care. Additiondly, as part of the implementation of these
groups, AHCCCSA is streamlining digibility.

=  Expangon of Title XIX digibility for families with children through a State Plan
Amendment which raisesincome digibility for 1931 Title X1X digibility group up to
100% of FPL beginning 7/1/01.

= Expangon of Premium Sharing Program from afour (4) county pilot to a permanent
gatewide program. Funding level for the program is an annua appropriation of $20
million.

= Modifications to KidsCare program (i.e., SCHIP), effective 10/1/01 which expands the
benefit package (i.e., adds non-emergency transportation, removes eyeglass/exam and
behaviord hedth limitation) and reduces the bare period from sx (6) to three (3)
months with the ability to waive if achild is serioudy/chronicaly ill.

= Implementation of Breast and Cervica Cancer Treatment on 1/1/02 which adds a new
Title XIX digibility group of women under 65 who have been screened by Arizona



Department of Hedlth Services (ADHS), have no insurance and need treatment for
breast and/or cervical cancer.

Asareault of the Title XIX program expansions and the dowing economy, AHCCCSA is
currently projecting a 20% growth in the AHCCCS population this year. Currently, AHCCCS
has 748,689 members. It has been estimated that between 137,000 to 185,000 individuaswill be
added to the AHCCCS program as aresult of Proposition 204. Additiondly, with the
implementation of KidsCare, AHCCCSA has experienced awood work effect (people who are
eligible for aprogram but not enrolled until they “come out of the wood work” to apply for

another program). Although 55,401 kids are enrolled in KidsCare, there are actually amost
148,160 children who now have hedth insurance as a result of the KidsCare program.

HIFA Waiver Approval

In December CM S gpproved Arizona s Hedlth Insurance Flexibility and Accountability (HIFA)
waiver to expand coverage beginning October 1, 2002 to parents of Medicaid and SCHIP
children with family income between 100 to 200 % of FPL. While the intent isto enroll these
eligible parents into the current AHCCCS program (i.e., AHCCCS capitated health plans),
AHCCCHA is currently exploring the feasibility of aso implementing an employer sponsored
insurance pilot program. With the support of the State Planning Grant AHCCCS is dated to
complete this feagbility study by late soring.

Budget Impact on Expansion Programs

Unfortunately, due to the current budget crisis there are two “expansion” programs that the State
enacted lagt year in which the implementation of the programs has been reconsdered. This
includes:

=  Implementation of a state-funded Prescription Drug Filot Program which would have
reimbursed 50% of the cost of prescription medication in excess of a deductible for
individuals who qualify for Medicare, have income levels between 100% to 200 % of
FPL and who reside in counties with Medicare plans that do not offer a Medicare HMO
pharmacy benefit. Two years of funding at gpproximately $4 million per year was
originaly appropriated but was subsequently iminated during the recent Specia
Legidative Sesson to address the budget shortfal funding.

=  |Implementation of Ticket to Work on 4/1/02 which adds a new optiond Title XIX
eligibility group of individuas, 16 to 64 years of age who meet the SSI disability
requirement and have earned income below 250% of FPL. It isdill being determined
whether funding for this program will continue beyond 06/30/02.

Title XIX/XXI Outreach and Enrollment Strategies
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Over the past severd years, the State has made a concerted effort to address the issue of igible
but unenralled individuas in its Title X1X/XXI program. William M. Mercer, Inc. estimated that
as many as 50% of the uninsured may be digible for these publicly supported programs. The
drategies employed have involved implementation of new outreach programs as well as changes
in enrollment processes. A brief discusson of these strategiesiis provided below.

AHCCCS/Community Based Organization Outreach Project: AHCCCSA recently took a
statewide grass roots gpproach to outreach by contracting with seven (7) community
based organization (CBO's), e.g., county hedlth departments, Association of Community
Hedlth Centers, and other provider organizations. The CBO's performed outreach to
schools, clinics, CBO's, physicians, churches, tax preparers, day care centers and other
gtes. Ther community partners educated potentidly digible families and children about
the availability of dl AHCCCS programs and assisted them in gpplying for AHCCCS
sarvices. Thetota combined contract amount for al seven (7) CBO'swas $1 million and
included funding for 35.5 outreach positions. Dueto limitations in the budget, outreach
isno longer funded through the CBO' s, dthough some continue to perform outreach
without funding. Outreach is now being conducted by AHCCCSA and specid efforts are
being made to continue ties with community- based organizations throughout the State.

Genera AHCCCS QOutreach Activities: In addition to the CBO project described above,
AHCCCSA hasimplemented a number of other outreach activities particularly targeted
a individuals who may be digible as aresult of the various AHCCCS program
expansons. All of the written materials and verba announcements are provided in both
English and Spanish. These activities include:

= A specid $900,000 intensive six (6) month ad campaign for the KidsCare
program which included radio, TV, brochures, posters and billboards conducted
ealier thisyear.

» Radio advertising, bus shelter billboards and brochures targeted at the new
igibility groups under Proposition 204; induding the 1931 digible family and
children group.

= Kiosk boardsin mals where seniors wak in order to let them know about Title
XIX and the enhanced benefits available under Title XIX.

= Sponsorship of events such as the Wellness Expo in Phoenix in November.

Streamlining of Eligibility Processes: As part of the recent program expansions,
AHCCCSA has taken anumber of key steps to address the ongoing goa of streamlining
the Title XIX/XXI digibility process. Thisincudes the following:

=  Universd AHCCCS Application. Instead of separate applications for each
program, a universa gpplication has been adopted, which is used to determine
whether a personis digible for any AHCCCS related program.

= Mal-in Applications. Effective 10/1/01 gpplicants are no longer required to
comein for a person to person interview a aloca Department of Economic
Security (DES) office.
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=  Centrdized Screening Office. A centrdized screening office has been
established a which AHCCCSA and DES dtaffs are co-located in order to help
fadilitate the processing of digibility.

= Consolidation of Eligibility Entities. The countieswill no longer be responsble
for making digibility determinations snce digibility functions are centrdized &
either DES or AHCCCSA depending on the digibility group.

* Higihility Re-determinations. Re-determinations for AHCCCS digibility are
conducted less frequently, by lengthening the redetermination period from Sx
(6) to 12 months (except for the medica expense deduction group).

Border Vision Fronteriza: This RHO project which receives federd HRSA monies

focuses on outreach effortsto enroll children into Title X1X/XXI in Santa Cruz, Fmaand
Yuma Counties. Initsfourth year of funding it uses a community-based outreach model
which relies on lay hedlth workers to enhance access to health services by underserved
US-Mexico border populations.

Baby Arizona: This program addresses the State’ slow rate of prenatd care through a
public/private partnership. The god of this outreach program is raise awareness about
the importance of early prenatd care and use a streamlined digibility processto get
expectant mothers enrolled into AHCCCS.

Covering Kids Arizona: Through a Robert Wood Johnson Grant, the Children’s Action

Alliance is supporting state pilot projects related to community outreach and enrollment.
The god of this project isto learn what is necessary to fashion a srategy for increasing
enrollment in hedlth insurance programs for low-income children.

Statewide Health Care I nsurance Plan Task For ce Recommendations

One of the key outcomes early on from the Statewide Health Care Insurance Plan Task Force
was the development of an agreed upon set of basic principles for hedlth care coveragein
Arizonawhich served as the framework for guiding the Task Forcein the formulation of find
recommendations. David Griffis, aconsultant contracted with AHCCCSA, fecilitated this
discusson which resulted in four basic guiding principles:

Hedth care, especidly basic benefits should be available and accessible.

Hedlth care should be affordable and properly financed.

Hedth care should be provided through a seamless system, offering the highest
qudlity care.

Hedth care should be done in collaboration and in cooperation with the various
stakeholders, both public and private sector and it should foster competition.

Each of these guiding principles was accompanied by a set of specific questions (criteria) which
were revisited through out the course of the Task Force' s ddliberations regarding a plan for
implementation of strategies to address the issue of accessble, affordable hedth care in Arizona
(See Attachment A).



The Statewide Hedth Care Insurance Plan Task Force, which Statutorily sunseted at the end of
December, met one last time that month in order to finalize their recommendations asit related

to the development of a plarv/framework for the implementation of Strategies addressing the issue
of accessble, affordable hedlth carein Arizona. Given recent coverage expansions through
AHCCCS and the current budget shortfallsin the State, the Task Force acknowledged that while
it isimportant to continue to look at the expansion of public programs, it would be difficult to
implement any such dtrategies that involve the gopropriation of new state monies a thistime.
However, the Task Force chairperson stressed that while it may not be possible to immediately
implement agreed- upon drategies, thereis a strong commitment to develop a plan asto how the
systemn should look and then to build that system over time.

The Task Force recommendations fell into two broad categories: 1) Introduction of legidation to
establish the Statewide Health Care System Task Force to examine defined public and private
drategies for the implementation of an affordable and accessible statewide hedlth care system
and 2) Support for legidation to modify HedlthCare Group, a smdl-employer hedlth care
insurance program in order to make it more financialy viable. A more detailed description of
these recommendations is provided below.

Creation of Frameworks and Statewide Health Care System Task Force

As adopted by the Statewide Health Care Insurance Plan Task Force, it was recommended that
legidation be introduced during the January 2002 session which contained the following
provisons

= Changesthe name of the Task Force to the Statewide Health Care System Task Force;
adding three additionad members (i.e., persons from House of Representatives, Senate
and Univergty of Arizona Hedlth Science Center) and extending the life of the
committee until December 31, 2004.

=  Requiresthe Task Force to make recommendations to:

- Narrow the gap between exigting public and private hedth coverage programs
through examining the feasibility of implementing:

= Insurancereform to promote more accessible and affordable coverage
options, especidly those targeted at the individua and smdl group
markets (e.g., HedthCare Group).

= Consumer and employer education initiatives on the value of hedth care
coverage and exigting options within the private marketplace.

= Private-public coverage programs such as high risk pooal, full cost buy-in
program or a premium assistance employer buy-in program.

= Program for cooperative purchase of employee hedlthcare benefits by
small group employers.
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- Restructure current state employee and retiree hedlth care coverage programs (e.g.,
sf-insurance system and expansion of pool size).

- Enhance exigting public supported programs through:

= Support of effective outreach programs.

= Coverage of parents of Title XXI children expansion of coverage groups.

=  Deveopment of aplan to expand Title XIX coverage groups through state
plan amendments,

- Improve the rurd hedth care infragtructure through a variety of drategies
induding:

= Continuing to support safety-net providers.

» Fogering volunteerism and engaging the services of retirees from the
hedlth care professons.

= Encouraging competition between hedlth care service providers.

» Increasing accessibility to medica services.

= Deveoping a plan to more effectively coordinate current rura hedlth care
resources and programs.

This proposed legidation was introduced in both the Senate and House this January. Three bills
have been introduced: SB 1056, HB 2286, and HB 2136.

M odifications to HedthCare Group

While the current economic climate in Arizona does not lend itsdlf to the implementation of new
programs, the Task Force fdt that it was important to try and maintain those programs that have
proven to play an effective role in making health care coverage accessible and affordable to
Arizonans. To that end the Task Force supported the continuation of the HedthCare Group
program and formally adopted a series of proposed changes to the program. These changes are
basad on recommendations s&t forth in the William M. Mercer, Inc prepared paper entitled
HealthCare Group — Moving Towards Accountability: A Proposed Plan.

While HedthCare Group would continue to target the smal-employer group marketplace
between 1 and 50 employees and political subdivisons regardless of size, the adopted proposed
changes included the following:

= Changethedigibility process for HedthCare Group by gathering sufficient
household income information so that only those with no other public programs
available to them are enrolled in HedthCare Group and have the ability to receive the
state-only subgidies associated with the program.

= Streamline the benefit options offered under the managed care ddivery syseminto a
sngle uniform statewide coverage option including identical covered services, copays
and benefitslevels. Riders or other modifications would not be offered.
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= Expand the HedthCare Group Administration to assume the primary respongbility
for digibility determination, enrollment and disenrollment with the HedlthCare Group
hedlth plans focusing solely on the ddivery and management of the care.

» Revise the underwriting methodology in order to develop a premium structure that
uses an incremental scale based on employee age and household income. The scde
can be coordinated with exiging income digibility guiddines for date and federd
programs and can be set so persons with higher incomes will not recelve state-
subsdies.

The proposed changes to HedthCare Group were introduced as a hill in January in both the
House (HB 2569) and the Senate (SB 1209).



SECTION 5. CONSENSUSBUILDING STRATEGIES

The very nature of the way in which the Arizona State Planning Grant was organizationdly
sructured lent itself to a process by which one was able to effectively build consensus around the
proposed framework and/or drategies. Thisis reflected both in the governance structure as well
as the methods used to obtain key stakeholder input, which are further described below.
Additionaly, this section provides a brief overview of the current “policy environment” whichis
currently overshadowed by the State' s budget crisis.

Governance Structure

The governance structure for the Arizona State Planning Grant effectively involved the executive
branch, the legidative branch, and a variety of key congtituent groups in the planning process.
Thisis reflected by the following:

= AHCCCSA. The Governor of Arizonaidentified AHCCCSA, the state’'s Medicaid
agency and overseer of anumber of other subsidized insurance programs as the leed
project agency. Phyllis Biedess, AHCCCS Director, served as the principal investigator
for the project. Other AHCCCSA staff were also selected to be part of the project team.
Micha Goforth filled akey role asthe AHCCCS-HRSA Coordinator. Two new
positions were established as aresult of the grant: project administration associate and
provider rdationsmode development specidist. Lisa Dominguez and Anna Shane
respectively were hired into these positions. In addition to these three individuals, C. J.
Hindman, M.D., AHCCCS Chief Medica Officer and Lynn Dunton, Assistant Director
of Policy were identified as key AHCCCS advisors; providing ongoing guidance with
regard to the project direction. Asde from AHCCCSA saff, AHCCCSA contracted
with Linda Huff Redman, Ph.D., amanagement hedlth care consultant to serve asthe
Project Director and David Griffis, Griffis Consulting, to serve as afacilitator for
various project related mesetings, e.g., Task Force mestings.

» Task Force. Through the grant, AHCCCSA provided technica and staffing support to
Arizona s Statewide Hedth Care Insurance Plan Task Force, alegidatively sponsored
committee, which was charged with the respongbility of designing an accessible and
affordable health care coverage plan; including the identification of recommended
drategies to be implemented. There were Six (6) legidators on this committee
representing both rura and urban didrictsin the State. In addition, other key
constituent groups are represented on the Task Force induding amember who isa
hedlth care provider, arepresentative of a consumer advocacy group and a member who
represents the business community. These three (3) members were appointed by the
Governor.



=  Technicd Advisory Committee. Key stakeholder input through the establishment of the
Technica Advisory Committee which was composed of representatives from the
physician community, insurance companies (urban/rura, commercid and specidty),
hospitals (rurd and urban) and state agency directors of AHCCCSA and Department of
Insurance. This Committee provided AHCCCSA and the Task Force with guidance in
the development of options as well as feedback on proposed strategies.

A more detailed explanation of individud roles and responsibilities reated to the organizationd
gructure can be found in the Project Schema for the State Planning Grant in the Executive
Summary Section of this report.

Stakeholder Input

In addition to the various congtituent groups that were part of the governance structure, the Task
Force provided opportunities for the public to participate in anumber of ways. In addition to the
State Planning Grant-related presentations, numerous other formal presentations were made by
other loca hedlth care experts, e.g., tdemedicine, state employee insurance plan. All the Task
Force mesetings were well attended (i.e., approximately 50 attendees) with representatives from
insurance carriers, retirement groups, advocacy agencies, employee unions, hospital association,
hedth facilities and county governments. Additiondly, public testimony was provided by
numerous individuds induding:

Arizona Bridge to Independent Living
American Association of Retired Persons
Arizona Citizen Act

Community Physcians

Arizona Pharmacy Association

Arizona Interfaith / Valey Interfaith

Finaly, with the extenson of the State Planning Grant for another year, AHCCCSA plansto
conduct interviews with targeted groups of rura hedlth care practitioners around the state. The
purpose of these interviews will beto clearly identify both the barriers that discourage providers
from practicing in rurd areas aswell as effective Srategies for further developing the rurd
provider network. Thiswork is dated to begin in late spring.

Other Public Awareness Strateges

In order to facilitate the public’s easy accessto AHCCCS-HRSA State Planning Grant
information and project materids, AHCCCSA established a Web site (see
www.ahcces.dtate.az.us/Studies/default.aspAD=HRSA). On thisWeb site, one can find generd
descriptive information about the project, Technical Advisory Committee minutes, policy issue
papers, Task Force guiding principles, project contacts and links to state/federa related Web
gtes.




In addition to establishment of the Web site, AHCCCSA has made severd public presentations
regarding the AHCCCSA-HRSA State Planning Grant. This hasincluded:

»  Presentation and participation on apand at the annua Arizona Rurd Health Conference
entitled “Building Rural Health Networks’. Over 100 individuals atended this session;
representing a diverse interest group, e.g., loca community provider agencies, sae
officids, Indian tribes, and county public hedth departments.

»  Presentation at amesting of the four (4) Arizona Community Access Program grantees
and one (1) rurd Hedlth Network Development Project grantee.

AHCCCSA dso ensured direct lines of communication with other entities/organizations with
overlapping interest, e.g., Community Access Program grantees, St Luke' s Initiative and
Collaboration for aNew Century — Health Coverage Options Subcommittee. The hedth
Coverage Options Subcommittee is using the work of the State Planning Grant to move forward
their agenda to promote outreach and education, insurance for small-business and state
employee insurance reform.

Current “Policy Environment”

As mentioned in Section 4, the State of Arizona has a severe budget shortfdl, which has had and
continues to have an enormous impact on the type of coverage expansion strategies that will be
adopted in the State in the near future. Some anaysts have estimated that the deficit could be as
high as $2 billion for FY2002 and FY2003. The State L egidature was called into specid sesson
in December which resulted in areduction of gpproximately $800 million to the State’ s FY 2002
budget. Another specia session occurred in 2002 where an additiona $200 million reduced the
State budget. Along with across the board reductionsin state agency budgets, numerous other
budget reduction strategies were enacted which impacted health care programs. One such area
was reduction in programs funded with tobacco tax monies, e.g., anon-Medicaid prescription
drug benefit, children’s behaviord hedth services, and community hedth centers capital project
grants.

As part of the current legidative session, the Legidature just completed another specia session
in order to cut an additiona $220 million from the FY2002. With the budget deficit resolved for
FY 2002, they will now have to address the $1.2 billion budget deficit for FY2003. The budget
cut decisons are clearly becoming much more difficult to make. All avenues are being explored,
including eimination of certain hedth care programs, reducing Title XIX/XXI hedth care
benefits as well as avenues which will dlow maximization of federd funds, and capping Sate
gpending associated with Proposition 204.



SECTION 6. LESSONS LEARNED AND RECOMMENDATIONSTO
STATES

Overdl, AHCCCSA found the State Planning Grant to be a very effective means by which to
facilitate and focus the State' s policy discussion asto how best to address the need for ble
and affordable hedlth care coverage in Arizona. The end result of this effort was an increased
understanding of the issues surrounding health care coverage and the uninsured and the
development of aframework within which to work on the development of specific srategies.

This section discusses some of the lessons learned in the operationdizing of the State Planning
Grant with the hope that these may prove to be of vaue to new State Planning grantees when
designing ther projects.

Data Collection

Unlike most other State Planning Grant states, Arizona made a conscious decision up front not to
put as heavy an investment in the collection of extensive primary data regarding current coverage
and coverage barriers (e.g., satewide surveys and focus groups). There were severd reasons for
thisdecison. It wasfet that while it was important to be able to understand the current health
care coverage landscape, grant monies also needed to be available for the gathering of
information on other states experiences, educationd materids on hedlth coverage issues, in-
depth analysis of any proposed drategies, including the financia analysis and solicitation of
stakeholder input on the potentid strategies. In trying to balance out the various needs, an
extensve gate specific survey was ruled out due to the high cost and long length of time
associated with it. Insteed, it was decided that an adequate picture of the current landscape could
be obtained through existing data sources, e.g., nationa surveys and loca data sets.

Additiondly, through literature reviews (e.g., nationa studies aswell as other states data
surveys) farly consstent patterns have been emerging in terms of hedlth coverage demography
and coverage issues. Since the project focus was the development of agenera plan at the state
level it was fdt that despite recognized data limitations, reliance on secondary data sources

would result in an accurate enough picture with which to be able to make appropriate decisons.
Lastly, while AHCCCSA was able to effectively draw from secondary data and information
available nationaly and locdly, it was recognized that Sate specific data collections will become
more critica in the future as the State eva uates and devel ops specific Strategies/proposals.

While beyond the scope of Arizond s project, the results of arecent study funded by the
Phoenix-based Flinn Foundation (i.e., Y uma Project on Uninsured Children) may be of interest
to other states focusing on specific Strategies targeted at the local community level.!! Thisstudy
found that a community hedlth data system as opposed to survey data can be used to provide
accurate estimates of the numbers of uninsured children in small geographic areas and a a
redively low cost. This community datais aso dynamic in that it can be continuoudy updated
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a ardatively low cogt; providing unigue information on hedth coverage a pointsin time and on
patterns of hedth care utilization and changes in needs and insurance over time.

Organization Structure and Consensus Building

As mentioned above, AHCCCSA believes that the project organizationa structure which was put
in place a the beginning was very effective for achieving the planning grant gods. Dueto the
complex nature of the subject education of the Task Force members aswell as the public prove
to be a critica component for developing the framework for future decisions regarding coverage
drategies. The gpproach of using both alegidatively formed Task Force baanced with a
Technical Advisory Committee gppeared to offer a good baance between the political decision
making process and more expertise-based decison making. Findly without the legidative
involvement from the beginning it would have been more difficult to garner such immediate
support for continuing the effort beyond the grant period as well as sponsoring legidaion which
supports the Task Force recommendations.

Other |ssues

There were anumber of other issuesthat AHCCCSA believes are important for states to consider
asthey begin to operationdize their State Planning Grants. These include;

= Before re-inventing the whed, do a careful review of the information (e.g., reports,
surveys) that is dready available both nationdly and locdly. Thereisasurprisng
amount of data and information out there on the subject some of which has smply not
been wdl publicized.

= Take advantage of the technica resources that are available through the State
Panning Grant (e.g., Academy for Health Services Research and Hedlth Policy, State
Hedlth Access Data Assistance Center) as well as the knowledge and work of the
other State Planning Grant dtates.

= Beredidic about what one can accomplish in ayear, everything takes longer than
expected. For Arizonait took the entire year just to establish the framework.



SECTION 7.RECOMMENDATIONSTO THE FEDERAL GOVERNMENT

It isimportant for the Federd government to recognize that states ability to expand coverage
and develop a seamless system of care which is accessible and affordable is hampered by the
Federal Government in itsrole as both aregulator of sdf-insured plans and an adminigtrator of
magjor coverage programs, e.g., Medicare, Indian Hedlth Service, and Veterans Affair. This
Stuation gets further exasperated with the continual passage by Congress of body part language.
Additiondly, if states are to be successful in their efforts to expand coverage the Federa
Government needs to work in close partnership with the states to:

= Allow moreflexibility in the operation of programs such as Medicaid and SCHIP

= Provide federd financid support for coverage expansions such as subsidies for low-
income individuals

=  Make available better nationd survey datathat is both timely and state specific
especialy with regard to employer-based coverage. This should involve providing
ongoing support for the Integrated State Database developed by Arkansas as part of
the State Planning Grant process.

= Continue to fund state research on the uninsured including the devel opment of
drategiesto prevent eroson of current coverage programs given the current economic
environment.

It isonly through this type of federd- state partnership that the issue of hedlth care coveragein
Arizonaand the nation as awhole can be effectively addressed.
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APPENDIX |: BASELINE INFORMATION

Population

According to the Census 2000 Supplementary Survey, Arizona stotal population in 2000 was
estimated to be 5,020,782."2

Number and Percentage of Uninsured (Current and Trend)

In Arizona, the percentage of people without health insurance coverage has decreased over the
past three (3) years. According to the U.S. Census Bureau, in 1998, 22.5% of the population was
uninsured; in 1999, 20.0% of the population was uninsured; and in 2000, 16.0% of the

population was uninsured. The 3-year average from 1998-2000 is 19.5%."

Average Age of Popuation

As rll(Z)ted by the Census 2000 Supplementary Survey, the median age in Arizonais 34.3 years-
old.

Percent of Population Living in Poverty (<100% FPL)

The Census 2000 Supplementary Survey estimated that 15.6% of Arizond s population isliving
below poverty level. For people over 18 years and older, 13.1% are below poverty level. For
people who are 65 years and older, 9.5% are below poverty level. For related children under 18
years, 22.0% are below poverty level. For related children under 5 years-old, 25.3% are below
poverty levdl. For related children five (5) to 17 years, 20.8% are below poverty level. For
unrelated individuals 15 years and older, 23.0% are below poverty leve.™®

Primary Industries

The Census 2000 Supplementary Survey aso reported that the three primary industriesin
Arizonain order from highest to lowest are: services, retail trade, and manufacturing. 2

Number and Percent of Employers Offering Coverage

The Hedlth Insurance Component Andyticd Tool (MEPS) reported thet in 1999, there were
95,133 private-sector establishmentsin Arizona. Of the 93,910 employers, 50,430 (58.8%) of
them offered hedlth insurance.™*



Number and Percent of Sdlf-Insured Firms

In 1999, there were 30,157 (31.7%) private-sector establishmentsin Arizonathat offer hedth
insurance that sdf-insure at least one plan according to MEPS,

Payer Mix

The US Census Bureau estimated that in 2000, 84% of the Arizona population had hedlth care
coverage. 59.2% were covered by an employer-sponsored plan, 67.7% were covered by
individually purchased private insurance, 10.4% were covered by AHCCCS, 12.5% were
covered by Medicare, and 4.4% were covered by other federal programs.*®

Provider Compstition

The Winter 2001, Community Report summarizes the recent provider competition among
hospitas, physicians, and hedth plansin Phoenix. Asaresult of the rgpid growth, nationd firms
now control 70% of the Phoenix community’s hospital capacity, as well as dominate the hedlth
plan market. Many hospitads are trying to afiliate themsdves with national systemsin order to
come up with capital necessary to keep up with the increase in demand (e.g., the merger between
Samaritan Health System, the areal s largest provider system, and the nationa Lutheran Hedlth
Network to form BannerHedth Arizona). Many hospitals focus their Srategies on certain
geographic areas, which helps them to secure better contract terms and higher payment rates. As
areault, thisaso limits hedth plans ability to hold down cogts.

The report dso notes the shifting of physicians from traditiona hospitas to specidty facilities.
Due to their discontent with local hedlth care systems and desire for higher incomes, physicians
are leaving traditiona hospitals with the loss of profitable services. In addition, hospitals are
finding it increasingly difficult to provide emergency room and on-call coverage as physicians
attempt to avoid seeing uninsured patients for whom they will not be reimbursed. Thishasled to
some specidigts forming arrangements to demand above- market reimbursement. The
relationship between physicians and hedlth plans has dso become more difficult as physicians
are refusing to enter into risk contracts, and hedth plans are reverting to fee-for- service payment.

Out of the ten (10) HMOs currently operating in Phoenix, only two (2) of those have reportedly
been profitable. 1n an attempt to become more profitable, plans have been increasing premiums
and diminating unprofitable or margind lines of busness. Asaresult of the struggle for
profitability, severa hedth plans are pulling out of the Medicare+Choice program, which has left
only three (3) out of 15 counties with Medicare+Choice plans. Low profitability and recent
regulations may be why many consumers have seen higher costs and fewer choices.

Insurance Market Reforms

The Arizona Department of Insurance (DOI) has compiled the following information on

insurance market reforms. There have been savera key hedth care insurance reformsin Arizona
over thelast eight (8) years. In 1993, the legidature enacted the Accountable Hedth Plan Law,
which was amed at improving the availability of group hedth insurance to smdl-employers.
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Effective January 1, 1994, group hedth insurers (Accountable Hedth Plans) were required to
offer a least a basic hedth benefits plan to employers, incdluding smdl-employers. The
legidation phased in eements of guaranteed issue with later effective dates. Specificaly,
effective duly 1, 1994 an Accountable Hedlth Plan was required to make the basic hedth benefits
plan available to employers with 25 to 40 employees who had been without coverage for at least
90 days. Effective July 1, 1996, an Accountable Hedlth Plan was required to make the basic
hedlth benefits plan available to employers with three (3) to 40 employees who had been without
coverage for at least 90 days.

While the 1993 legidation improved the availability of group hedth insurance to smdl-
employers, it only provided such coverage on a guaranteed issue basis for a certain smdl-
employers and their employees. Legidation that became effective July 1, 1997 required an
Accountable Hedlth Plan to provide a hedth benefits plan, without regard to health status-related
factors, to any smdl-employer who agreed to make the required premium payments. As part of
thislegidation the definition of “smal-employer” was revised to include any employer with two
(2) but not more than 50 employees, the basic hedlth benefit plan was diminated and al smdl-
employers are entitled to guaranteed issue, not just those that have been without coverage for at
leest 90 days. Thislegidation conformed to federd guaranteed availability requirements
established in the Hedlth Insurance Portability and Accountability Act of 1996 (HIPAA).

Another aspect of amdl-employer market reform was enacted in 1996 and that was the granting
of apremium tax exemption for Accountable Hedth Plans for reported smdl group premiums.
(All insurersin the state including Accountable Hedlth Plans must pay a two percent tax on their
premiums). Some Accountable Health Plans have determined that the tax savingsis not worth
the adminigtrative cost of breaking out the smdl-employer premiums and do not clam the
exemption.

FHndly, in 2000 the Arizona legidature passed legidation restructuring the regulatory oversight
of managed care organizations, mandating additiona hedlth care benefits and establishing timely
pay and grievance standards for payment of health care providers.

Higihility for Exising Coverage Programs

Pease see the chart on the following page for digibility levels for income-based programs:
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Premium Sharing — Chronically 111 Only (limited to certain
|!Ineﬁes anq maxmum number of participants active at one —400% FPL
time) — subsidized coverage
Premium Sharing Ticket to Work Breast and
(requires premium up | (limited to Cervica Program
to 4% of gross disabled (under 65 and —250% FPL
income) — subsidized returning to work indigible for
coverage —dlowsthemto other forms of
retain Medicaid Medicaid)
benefits)

ALTCS—300% SSI or 223% FPL L

P oreem 223% FPL
Kids Care (limited to children under 19)

—200% FPL

Transitional Medical Assistance (TMA) —185% FPL
Medicare — Cost Sharing Programs (up to 175%) —175% FPL
AHCCCS Medicaid-Pregnant Women & Children Under Age 1 |
(SOBRA) 140% FPL
AHCCCS Medicaid - Children Ages 1-5 (SOBRA) —133% FPL
AHCCCS Families AHCCCS Ss
Medicaid — and Medicaid — Limited
Various Programs Children Children 100% FPL
Based on Income — 1931 Ages6-18
Prop 204/Title XIX
Waiver
AHCCCS Medicaid — Spend-down Group (medical expenses |
reduce grossincome to 40% FPL) 40% FPL

Use of Federd Waivers

Arizona became the lagt sate in the nation to implement a Medicaid program. In October 1982,
Arizona s Medicaid program, the Arizona Hedlth Care Cost Containment System (AHCCCS)
was started under an 1115 Research and Demonstration Waiver granted by the Hedlth Care
Financing Adminigtration (HCFA). From 1982 until 1988, AHCCCS only covered acute care
services, except for a 90-day post-hospita skilled nuraing facility coverage. Then, in 1988, a
five (5) year extenson of the program was gpproved by HCFA to alow Arizonato implement a
capitated long-term care program for the elderly, physicdly disabled, and developmentaly
disabled populations — the Arizona Long Term Care System (ALTCS). In 1990, AHCCCS
began offering comprehensive behaviora hedlth services, eventudly extending behaviora
coverage to al Medicaid digible persons over the next five years. Since then, anumber of
walver extensgons have been gpproved; including approva in January 2001 of awaiver which
dlowed Title XIX digibly to be increased to 100 % of FPL. One recent gpprova wasin



December 2001 which extended the demongtration waiver until September 30, 2006.
Additionaly, thiswaiver dlows the State to use Title XXI funds to expand coverage to two
populations 1) adults over 18 without dependent children and below 100 % of FPL and 2)
individuas between 100 to 200 % of FPL who are parents of children enrolled in Title XIX/XXI.

The most recent waiver gpproved by CM S was the Hedlth Insurance Fexibility and
Accountability (HIFA) waiver to expand coverage to parents of Medicaid and SCHIP children
with family incomes between 100 to 200% of FPL. Coverage will begin October 1, 2002.



APPENDIX I1: LINKSTO RESEARCH FINDINGS AND
METHODOLOGIES

The key Web Site to use for additiond sources of information regarding the AHCCCS-HRSA
State Planning Grant is www.ahcces.state.az.us/Studies/default.asp? D=HRSA.
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SECTION 1. INTRODUCTION

This find report summarizes the efforts of the Statewide Hedth Care Insurance Plan Task Force
(Task Force) during the past year. The report is divided into four sections. In addition to an
overview of the report format, this introductory section provides background information
regarding the purpose of the Task Force and its membership. This section is followed by Section
2, which contains a genera overview of the Task Force activities and accomplishments.  Section
3 sts forth the specific Task Force findings and recommendations.  Lagtly, Section 4 contains
copies of al the handouts that were distributed at the Task Force mestings.

As required by the legidation this report is being submitted to the Arizona Speaker of the House
of Representatives, the Arizona Presdent of the Senate and the Governor for their review and
congderation.

Purpose of Task Force

The Task Force, which was established pursuant to Laws 2000, Chapter 320, was charged with
the task of developing an affordable and accessble hedth care insurance plan for dl Arizonans.
As part of this effort the Task Force was d o required to undertake the following activities:

Identify and assess potentia insurance risk pools among residerts of this State.

Study and recommend timely and efficient rembursement methods.

Determine benéfit levels

Review current nationa, state and loca public hedlth care plans.

Review and andyze the role of date agencies and politicad subdivisons under a

gatewide hedlth care insurance plan.

= Andyze hedth care insurance factors that vay among urban and rurd areas and
recommend ways in which these factors could be streamlined.

=  Study and recommend ways to treat rural and urban areas in an equitable manner.

»  |dentify the various sources of monies to fund a Statewide hedlth care insurance plan.

= Explore dternatives that may be used to initiate a hedth care plan that would be

available to and affordable for resdents in both rural and urban aress.

Task Force Member ship

As st forth in the legidation, the Task Force conssted of nine members.  three members of the
House of Representatives, three members of the Senate and three public members who are
gppointed by the Governor and who represent a hedlth care provider, a consumer advocacy group
and the business community. The following members were initidly gppointed in August 2000:

= Senator Cirillo, Co-Chair
= Senator Bee



Senator Richardson

Representative Carruthers, Co-Chair
Representative Blewster
Representative Nichols

Dr. George Burdick

Mr. Erin Callins

Mr. Terry Cooper

While five of the committee members, i.e, co-chars and public members, remaned the same
throughout the duration of the Task Force's exisence, due to changes in the make-up a the
Legidature, the following legidative members were appointed in the spring of 2001

Senator Yrun

Senator Verkamp

Representative Binder

Representative Canndll

Representative O’ Halleran (ex-officio)

Pursuant to the legidation, the Task Force is repeded from and after December 31, 2001.



SECTION 2. TASK FORCE ACTIVITIES

Prior to formdizing its recommendations, the Task Force devoted a great ded of its time to
educating themsdves about hedth care coverage in Arizona, issues surrounding the accesshility
and affordability of coverage and drategies that have been implemented in other states to address
these issues.  Along with this education process, the Task Force members spent time discussing
the issue and possible solutions.

The Task Force was supported in their efforts by the $1.16 million State Planning Grant that the
AHCCCS Adminigration (AHCCCSA) received from the Hedth Resources and Services
Adminigration (HRSA), Depatment of Hedth and Human Services, in Mach 2001. The
primary purpose of this grant was to facilitate the development of a plan for providing Arizonans
with affordable, accessble hedth insurance, including technica and daffing support to the Task
Force.

This section provides a generd overview of the mgor activities undertaken by the Task Force.
The activities described below have been grouped into the following three categoriess Task
Force meetings, policy briefing papers and data collection and public participation.

Task Force Meetings

Ove the past year, the Task Force hed eight meetings These medings served multiple
functions, dlowing Task Force members to hear forma presentations by experts in the
community, to receive public testimony and to discuss key issues and solutions related to the
provision of accessible and affordable hedlth care coverage in Arizona

Bdow is a brief description of the eight Task Force meetings  Actud meeting minutes for the
Task Force can be found at http://www.azleg.dateaz.usiminuteiminutdinkshtm  In addition,
handouts from the Task Force meeting can be found in Section 4 of this report.

=  November 30, 2000: At this firsdt meeting of the Task Force, the co-chairs reviewed
the committeg's purpose and gods. The rest of the meeting conssted of a series of
forma presentations a number of which focused on the provison of hedth care in
rurd aress (e.g., problems in providing coverage, pull out of Medicare HMOs, cost
factors). Information was aso presented on risk pools and the role they play in
addressng hedth care coverage issues. Ladly, overviews were provided on the
Arizona HedthCare Group Program, Premium Sharing Demongration Project and
the Arizona Tdlemedicine Program.

=  Januay 5, 2001: Smilar to the fird meeting, this meeting conssted of four forma
presentations targeted at educating Task Force members about hedth care programs
and coverage in Arizona. This included: (1) an overview of Propostion 204 and the
implementation of increasng digibility to 100 percent of the federa poverty levd



(FPL); (2) a detalled description of the HedthCare Group Program and Premium
Sharing Demongration Project, including who is covered under these program; (3) a
discusson of the hedth care marketplace in Arizona, identifying those populations
with the grestest needs in terms of hedth coverage, and (4) an overview of the
critical access hospital program being implemented in the State and the problems
faced by rurd hospitds in Arizona Ladly, due to the magnitude of the hedth care
coverage problem, Senator Cirillo presented a graphic presentation of the hedth care
sysem in Arizona

May 14, 2001: Overviews were provided regarding relevant 2001 hedth care
coverage legidation, the State Planning Grant and Medicad expansion up to 100
percent FPL (i.e, Propodtion 204 implementation). The key focus of the meeting
was the development of an agreed upon set of basc principles for hedth care
coverage in Arizona which are intended to serve as the framework for guiding the
Task Force in the formulation of find recommendaions. David Griffis faclitated
this discusson which resulted in the identification of basc guiding principles dong
with a st of gpecific questions (criteria) to condder when developing drategies,
models, etc. (See Section 3. Task Force Findings and Recommendations).

August 23, 2001: AHCCCSA provided a brief update on the implementation of al
the new expanson programs it will be implementing this year. The key focus of this
meeting was the presentations by the AHCCCSA contracted consultants (i.e,
William M. Mercer, Inc. and Milliman USA, Inc.) on the seven policy issue papers
they had prepared. From these presentations, Task Force members discussed
possble drategies for addressing the issue of hedth care coverage in Arizona
induding:

- Tagding of smdl employer groups and individuds resding in rurd aess of the
state and the pre-retirement group.

- Devdopment of purchasng pools potentidly building upon the exiding
HedthCare Group program.

- Development of ahigh risk pool.

- Development of additional drategies to address hedth care infrastructure issues in
rurd arees of the Sate.

September 27, 2001: AHCCCSA presented a series of diagrams that portrayed
hedth coverage in Arizona with a specific focus on publicly sponsored coverage and
a diagran summaizing rurd hedth care infrastructure drategies (see Section 4.
Attachments). Based on Task Force inquiries William M. Mercer, Inc. presented
follow-up information regarding the financid costs associated with recently enacted
insurance  mandates and demographic  information on the sub-populaion of
uninsured individuds 45 to 64 years-old. An update from the AHCCCS-HRSA
Technicd Advisory Committee was given which provided the Task Force with input
on potentiad drategies being consdered and setting forth some  recommended
drategies for the Task Force to consder.



=  November 14, 2001: Two issues that were raised at the previous Task Force meeting
(hedth insurance adminidration costs, dadticity of demand for hedth care) were
addressed by William M. Mercer. In response to the Task Force interest in moving
toward a sdf-insured program for date employees, William M. Mercer, Buck
Conaultants and Arizona Depatment of Adminidration mede formd presentations
on sdf-insured programs and state employee hedlth care coverage. The Task Force
reviewed a proposed draft of a datement of legidative intent, which ultimatey
sarved as the bass for proposed legidation. Claification regarding the document
was provided and members offered a number of suggested changes.

= November 26, 2001: The Arizona Asociation of Community Hedth Care Centers
presented an overview of their 2002-2006 plan for expandon dong with severd
recommendations to the Task Force (i.e, continuing to fund the primary care
programs and clinic condruction program and increesng funding for the date
provider loan repayment program). A demographic overview of Arizona's
population and hedth care coverage including characterigtics of the uninsured
population was presented by the Southwest Border Rural Health Research Center.

= December 11, 2001: Prior to discussng the proposed draft legidation, the Task
Force listened to presentations that addressed follow-up issues raised by members.
This included issues related to sdf-insurance, proposed HedthCare Group changes
and additiond demographic information regarding the uninsured populaion in
Arizona. The key focus of the meeting was the review and discusson of the
proposed draft legidation, dong with the find adoption of recommendations (see
Section 3 for adetailed discussion).

Briefing Papers and Data Collection

In addition to forma presentations by hedth care experts numerous briefing papers were
prepared for Task Force members in order to hep facilitate the identification of the mogt
appropriate drategies for addressing the issue of affordable and accessible hedth care coverage.

With the monies from the HRSA State Planning Grant, AHCCCSA contracted with a variety of
consultants for the preparation of these briefing papers. The Task Force played an active role in
determining the topics for these papers, which included a national perspective as well as a locd
focus.

National Perspective

For the nationad perspective ten policy issue papers were developed. These papers included,
where appropriate, a summary of current approachesbest practices being used by other dtates
and their experience, an evauation of the pros and cons of the approach(es) in the context of the
guiding principles developed by the Task Force and the identification of issues that need to be
consgdered in adopting various approach(es). These papers are avallable on the AHCCCS
HRSA State Planning Grant web dSte  www.ahcees.state.az.us/Studies/default.asp? D=HRSA.




These papers were completed by Milliman USA, Inc. (firsg four pepers lised below) and by
William M. Mercer, Inc. (last Six papers listed below) and include:

Purchasing Pools focuses on purchasing pools established for smdl employee groups
and individuasfamilies and therr effectiveness in improving access and affordability
to hedlth insurance.

High-Risk Pools examines the types of risk pools implemented by other states to cover
resdents whose medicd costs preclude them from obtaining coverage a affordable
prices in the private market.

Implementation of Incentives and Regulatory Mandates to Increase Health Insurance
Coverage provides an overview of incentives that have been implemented by other
dates to increase private hedth insurance coverage as well as provides commentary on
the effectiveness of legidative mandaies a the date leve.  Straiegies examined
include: those targeted a the consumer (eg., tax credits, premium sharing, discount
cads), hedth plan/insurance company (eg., premium tax, mandated rurd coverage,
premium regulation, limits on wating periods) and employers (eg., tax credits
mandated payroll deductions for those employees participating in hedth insurance
program).

International Approaches to a Socialized Insurance System provides a brief overview
of the socidized medicine gpproach to the ddivery of hedth care tha has been
operating in European and other sdlect countries.

Faces of the Uninsured and State Strategies to Meet Their Needs identifies and
describes the key sub-populations that one needs to consder in addressing the issue of
accessible and affordable hedth care coverage (eg., low-income uninsured, working
uninsured, rurad uninsured) as well as a brief discussion of drategies used by dates to
address the needs of the specific sub-populations.

Initiatives to Improve Access to Rural Health Care Services provides an overview of
drategies that have been implemented by other dtates to increase access to hedth care
in rurd areas both in terms of increasing coverage and enhancing provider networks.

Arizona Basic Health Benefit Plan: A Comprehensive Review examines the Arizona
Basc Hedth Benefit Plan in the context of other states gpproaches and critiques the
plan in terms of benefit design variables aswel asits overdl affordability.

Health Insurance Administrative Costs provides a brief discusson of the factors which
impact adminidrative expenditures and provides percentages of total expenditures
spent on adminigtration by insurance plan types in 2000.

Eladticity of the Demand for Health Care Services discusses the reationship between
the demands for hedth care as it relates to the cost of care, arguing out that hedth
insurance is rddively indadic.

Review of Sdf-Insuring of Health Benefits explains the features and differences
between fully insured funding arangements and sdf-insured funding, as wdl as
minimum premium funding which is a combination of fully and saf-insured.



Arizona Per spective

In addition to looking at drategies implemented in other states, a number of the briefing papers
focused specificaly on Arizona. These papers included the fallowing:

= As a complement to the policy briefing paper developed by William M. Mercer, Inc.
(Initiatives to Improve Access to Rural Health Care Service), AHCCCSA completed a
paper which provides an inventory of the drategies that have been implemented in
Arizonato address rurd hedlth care infrastructure issues.

= William M. Mercer Inc., completed a paper which examined the cost impact of recently
enacted hedth insurance mandates in Arizona, eg., direct access to chiropractic
sarvices, standing referral requirement and access to medica supplies.

In order to gan a more thorough underganding of Arizonas hedth care coverage and hedth
insurance landscape, AHCCCSA engaged the Universty of Arizona, College of Public Hedth,
Rurd Hedth Office, Southwest Border Rurd Hedth Research Center to andyze and compile
information on:

= Population characterigtics and employer composition at both the State and county level.
=  Available hedth care coverage optionsin Arizona.
= Chaacteridics of Arizona s uninsured population.

This information was presented to the Task Force through two formal presentations made by the
Southwest Border Rurd Hedlth Research Center.

Public Participation

Adde from the forma presentations by hedth care experts, the Task Force provided
opportunities for the public to participate in a number of ways. The Task Force meetings were
well atended (i.e, approximately 50 attendees) with representatives from insurance carriers,
retirement groups, advocacy agencies, employee unions, hospitd associaion, hedth fadlities
and county governments. Additiondly, public testimony was provided by numerous individuds
induding:

Arizona Bridge to Independent Living
American Association of Retired Persons
Arizona Citizen Act

Community Physcians

Arizona Pharmacy Association

Arizona Interfaith / Valey Interfaith

Lagly, the Task Force members received public input from the AHCCCS-HRSA Technicd
Advisory Committee (TAC) edablished by AHCCCSA as pat of the HRSA State Planning
Grant. The TAC’s purpose was to serve in an advisory capacity to both AHCCCSA and the
Task Force, providing guidance in the development of plan options as wel as feedback on



proposed approaches. The TAC was composed of representatives from the physician
community, insurance companies (urban/rurd, commercid and specidty), hospitds (rurd and
urban) and state agency directors of AHCCCSA and Department of Insurance. The TAC made a
forma presentation to the Task Force a their September meeting. (See AHCCCS-HRSA project
Web ste for additiona information about the TAC including the meeting minutes).



SECTION 3. TASK FORCE FINDINGSAND RECOMMENDATIONS

Early on in the process, the Task Force developed an agreed upon set of basic principles for
hedlth care coverage in Arizona which were intended to serve as the framework for guiding the
Task Force in the formulation of their find recommendeations. These guiding principles dong
with the Task Force' sfind recommendations are described below.

Guiding Principles

The Task Force agreed upon four basic guiding principles. These guiding principlesarelisted
below along with a set of questions (criteria) to be answered when developing health care
coverage strategies. The accompanying drawing (Diagram 1) summarizes these principles and
restates the four fundamental beliefs of the Task Force.

Hedlth care, especidly basic bendfits, should be avallable and accessble.

Arethe basic bendfits (i.e., service coverage and limitations) clearly defined?

Are the sub-populations digible for coverage dealy defined including the coverage
(or non-coverage) of norntUS citizens?

Are prevention services that will save money included as pat of the basc benefit
package? Can they be quantified?

Will the benefit package provide the opportunity for improvement in hedth status and
the ddivery of qudity care?

Is the basic benefit package portable?

What isthe vaue (i.e, return on investment) of the basic benefit package?

Does the package contain the appropriate incentives to support the guiding
principles?

Are the right services (plans and providers) avalable in the right places a the right
times?

Are there incentives in place to encourage providers to provide services where
needed?

Will consumers (eg., employers, employees, nontemployed individuds) use the
savices, i.e, minima barriers and appropriate incentives?

Do commercid carriers have the incentive to participate?

Health care should be affordable and properly financed.

Have the costs been clearly identified, both short and long term?

Have the associated financia risks been clearly identified?

Can the State afford it? Can members afford it? Can carriers afford to offer it?
Can the cogts be appropriately managed?

Isit finencidly sdf-sustaining and solvent over the long term?

Doesit fogter and encourage consumer responsibility?



Hedth care should be provided through a seamless sysem, offering the highest qudity care.

= Do pieces of the sysem fit together wel minimizing fragmentation and duplication?

Does interdependence and coordination exist between system pieces?

= Have the interrdationships between various programs been taken into consderation
such as those sponsored by Title XIX/XXI, Mexican government, Indian Hedth

Services.
= |sone stop shopping made possible in as many Stuations as practical ?

to specidty?

Is there the flexibility and adaptability to move pieces around?

Does the system encourage the highest and best use of services?

Does a continuum of services exist as the population ages?

Is the modd adminigtratively smple, i.e., low on paperwork and low on hasdes?

Hedth care should be done in collaboration and in cooperation with the various siakeholders

Are sarvicescare coordinated including the ability to easily move from primary care

both public and private sector and it should foster competition.

= |sthere provider acceptance to the approach?

= Does it create an amosphere that fosters competition, collaboration, and cooperation

especidly beyond primary care?

Has the government’ srole in facilitating competition been made clear?
Doesit provide away for deding properly with providers?

Doesit encourage a better-informed consumer?

sysem?
= Havethe appropriate linkages to employers been established?
= Doesthe modd have adequate links to economic / workforce development?
= Arecommercid cariersinvolved in the modd?

Do the State's educationd inditutes, eg., College of Medicine, Community Colleges,
and other dlied hedthtraning progran have a clearly defined role in supporting the
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Diagram 1: Summary of Guiding Principles and Fundamental Beliefs

Affordable and
Properly

Financed

Available and
Accessible;

Especialy Basic
Benefits

We believe that health care is a right.

Satewide Health

Care Insurance

We will create goals that are achievable

We will build a sound model based on data.
and supported bv the communitv at larae.

Plan Task Force

We believe that health care is fundamentally local.

Collaboration,
Cooperation,

and Competition

Seamless
System and
Quality Care
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Final Recommendations

The Statewide Hedlth Care Insurance Plan Task Force formaly adopted two recommendations at
its last meeting in December 2001. These recommendations are described in detail below.

Recommendation 1: Adoption of Proposed Enabling L egidation

The Task Force formdly voted to adopt proposed enabling legidation that establishes a more
defined framework within which the State can continue its efforts to develop a seamless hedth
cae system in Arizona through the implementation of various drategies over the next two to
three years. More specificdly this legidation, a copy of which is included as an atachment in
Section 4, setsforth the following:

Changes the name of the Task Force to the Statewide Hedth Care System Task Force;
adding three additiond members (i.e, persons from House of Representatives, Senate
and Universty of Arizona Hedth Science Center) and extending the life of the
committee until December 31, 2004.

Requires the Task Force to make recommendations to:

Narow the gap between exiging public and private hedth coverage programs
(eg., through implementation of insurance reform, consumer and employer
education initiatives, private-public coverage programs, program for cooperative
purchase of employee hedthcare benefits by small group employers).

Regtructure current state employee and retiree hedth care coverage programs (eg.,
sf-insurance system and expangon of pool size).

Enhance exiding public supported programs (eg., effective outreach programs,
expangon of coverage groups).

Improve the rurd hedth care infrastructure through a vaiety of draegies
including development of a plan to more effectively coordinate curent rurd hedth
care resources and programs.

Requires the Task Force to engage in a partnership for the statewide hedth program
with the federal Centersfor Medicare and Medicaid Services.

Requires the Task Force to submit an annual report on or before November 15 to the
Governor and Legidature.

This proposed legidation will be introduced during the 2002 L egidative Session.

Recommendation 2: Support of HealthCare Group Changes

While the current economic climate in Arizona does not lend itsdf D the implementation of new
programs, the Task Force felt that it was important to try and maintain those programs that have



proven to play an effective role in making hedth care coverage accessble and affordable to
Arizonans. To that end the Task Force supported the continuation of the HedthCare Group
program and formally adopted a series of proposed changes to the program. While HedthCare
Group would continue to target the smal employer group marketplace between 1 and 50
employees and paliticd subdivisions regardiess of dze, the adopted proposed changes included
the following:

Change the digibility process for HedthCare Group by gahering sufficient
household income information so that only those with no other public programs
available to them are enrolled in HedthCare Group and have the ability to receive the
state-only subsidies associated with the program.

Streamline the benefit options offered under the managed care ddivery system into a
sngle uniform datewide coverage option including identica covered services, copays
and benefitslevels. Riders or other modifications would not be offered.

Expand the HedthCare Group Adminidration to assume the primary responshility
for digibility determination, enrollment and disenrollment with the HedthCare Group
hedlth plans focusng solely on the ddlivery and management of the care.

Revise the underwriting methodology in order to develop a premium dructure that
uses an incrementd scale based on employee age and household income. The scde
can be coordinated with exiding income digibility guiddines for date and federd
programs and can be st s0 persons with higher incomes will not receve dae-
subsdies.
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SECTION 4. ATTACHMENTS

(Thefollowing documents may either be viewed on the AHCCCS-HRSA Web site or requested
through AHCCCS using the contact information on the Web site.)

This lig identifies the specific handouts from each of the Task Force meetings, copies of which
are contained in this section.

|. 11/30/00 M eeting

A. Representative Carruthers memo to Task Force members on problems of hedth
coveragein rurd Arizona

B. Comparison of Sx Arizona Rural Managed Care Center Counties by Southwest Border
Rura Health Research Center

C. Handout for Southwest Border Rurd Hedth Research Center presentation entitled Impact
of Medicare HMO Pullout in Arizona Rural Counties

I1. 1/5/01 Meeting

A. Senator Cirillo’s diagram of the hedth care system

B. Handout for the AHCCCS Administration Proposition 204 presentation

C. Handout for William M. Mercer presentation entited Research and Analysis of
Population, Health Care Program Utilization, Access to Providers and Cost to Provide
Care through Sate Funded and/or Administered Programs

I11.5/14/01 M eeting

A. May 14, 2001 memo from Jason Bezozo to Task Force on Summary of 2001 Hedth Care
Legidation

B. Oveview of Hedth Resources and Service Adminigration State Planning Grant and
Timdine

C. Overview of Proposition 204 Implementation

D. Processfor the Development of Guiding Principles

V. 8/23/01 Meeting

A. Update on Implementation of New AHCCCS Programs

B. Dréaft of Statewide Hedth Care Insurance Plan Task Force Guiding Principles

C. Accessng Arizona's Hedth Resources and Services Adminigration State Planning Grant
Web Site

D. Handout for William M. Mercer Presentation on Policy Issue Papers.  Identification of
Sub-Populations, Strategies to Improve Rurd Access to Hedth Care and Critique of
Proposed Basic Benefit Package
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E. Handout for Milliman USA Presentation on Policy Issue Pgpers:  Incentives to Increase

Hedth Coverage, State High Risk Pools, Purchasing Pools and International Hedth Care
Delivery Sysems

V. 9/27/01 Meeting

AHCCCS Adminigration Diagrams Related to Health Care Coverage in Arizona

Handout for William M. Mercer Presentation on Information Update from the Policy
Pepers. Uninsured Population Between 45 — 64 and Cost Impact of Hedth Benefit
Mandates

Handout entitled Update from the Technical Advisory Committee

V1. 11/14/01 Meeting

A. Handout for William M. Mercer Presentation on Three Policy Issues Hedth Insurance

Adminigration Cogts, Eladticity of Demand for Hedth Care and Hedth Insurance and
SHf-Insuring for Hedlth Bendfits

B. Handout for Buck Consultants Presentation on Sdlf-Insurance and State Employee Hedth

Care Coverage

C. Draft for Statement of Legiddive Intent

VI1. 11/26/01 Meeting

A. Handouts for Arizona Association of Community Hedth Care Centers Presentation

entitled Access to Primary Care — A Community Health Center Plan for Arizona (2002-
2006) and Arizona Association of Community Health Center Members, November 30
2001

Recommendations from Arizona Association of Community Hedth Care Centers to the
Statewide Hedlth Care Insurance Plan Task Force

Handout for Southwest Border Rural Health Research Center Presentation on Assessment
of Arizona Hedlth Care Coverage

VII1.12/11/01 Meeting

A.

Handout for William M. Mercer Presentation on Follow-up Information Related to Sdf-
Funding Programs

Overview of Proposed Changes to HedthCare Group

Handout for Southwest Border Rural Hedth Research Center Presentation Follow-up
Information Related to Assessment of Arizona Health Care Coverage

Draft of Proposed 2002 Legidation
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